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Ms. Nancy Justus

Superfund Program Management Branch, SHSM-12
United States Environmental Protection Agency
Region V

230 South Dearborn

Chicago, lllinois 60604

Re: USEPA Request for Information regarding the Outboard Marine
Corporation Site in Waukegan, Illinois

Dear Ms. Justus:

North Shore Gas Company ("North Shore") hereby responds to the United
States Environmental Protection Agency’s ("USEPA") Request for Information Pursuant
to Section 104(e) of the Comprehensive Environmental Response, Compensation and Lia~
bility Act ("CERCLA") and Section 3007 of the Resource Conservation and Recovery Act
("RCRA"), regarding the Qutboard Marine Corporation Site in Waukegan, Illinois.

Please note that North Shore’s responses and exhibits refer to a number of
companies in addition to North Shore. For purposes of clarity, an earlier company, also
known as North Shore Gas Company, is referred to herein as "Gas Company.” None of
the responses are or should be construed as a statement or admission by North Shore that it
is related in any manner to any other company or entity referred to in the responses. North
Shore’s responses refer to a tract of land described in Exhibit C (“'the Property"), which
was conveyed by North Shore Coke and Chemical Company ("Coke Company") to Gas
Company in 1941 and which was subsequently conveyed from Gas Company to Waukegan

Coke Corporation ("Waukegan Coke") in 1947. The Request defines "(t)he Site’ or ‘the
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Facility’" to "mean and include the location generally described as a Tract of land in Sec-
tion 22, Township 45 North, Range 12 East ... ". North Shore is unable to determine what
portion of the Property, if any, is coextensive with the area of Section 22, Township 45 that
USEPA classifies as the Outboard Marine Corporation site.

North Shore also asks USEPA to clarify its legal basis for this Request under
Section 3007 of RCRA, 42 U.S.C. § 6927. Section 3007(a) requires any person who has or
does handle hazardous waste to furnish information to USEPA or its designates relating to
such wastes. 42 U.S.C. § 6927(a), emphasis added. As explained below, the wastes that may
have been generated by other companies at the Property resulted from the operation of the
coke oven gas p]anyt facilities. These wastes, e.g., process wastewater and coal ash, even if
disposed on the Site by the companies that generated them, are special study wastes pur-
suant to Sections 3301(b) and 8002 of RCRA and thus are not hazardous wastes as contem-
plated by Section 3007.

Under the Bevill Amendment regulatory exclusions contained at Section
3001(b) of RCRA, 42 U.S.C. § 6921(b), certain types of high volume, low toxicity wastes
cannot be regulated as hazardous wastes until USEPA completes and submits to Congress
detailed reports regarding the potential danger, if any, to human health and the environ-
ment from the wastes. Wastes exempt from hazardous waste regulation under Bevill
include mineral processing wastes, wastes associated with the production of geothermal
energy and other wastes generated primarily from the combustion of coal or other fossil
fuels. Further, USEPA has stated its intention not to apply RCRA requirements to special
study wastes that were disposed prior to any determination under Section 8002 that these
wastes are subject to regulation as hazardous wastes under Subtitle C of RCRA. When
USEPA concluded as a result of its studies under Section 8002 that certain mineral pro-
cessing wastes were in fact hazardous wastes, it explicitly refused to regulate inactive dis-

posal areas for these wastes as hazardous waste facilities under Subtitle C:
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...today’s final rule does not impose Subtitle C requirements (such as those

for closure and post-closure care) on mineral processing wastes that were

disposed prior to the effective date of today’s rule, unless they are actively

managed after the effective date. This provision ensures that those mineral

processing wastes that were originally excluded from Subtitle C under the

Bevill exclusion, and are now considered hazardous under the reinterpreta-

tion of the Bevill exclusion, are not subject to subtitle C requirements if the

wastes were disposed prior to the effective date of the final rule. EPA is

maintaining its proposed approach largely because of its long-standing policy

of not regulating wastes under RCRA that were disposed prior to the effective

date of a rule governing those wastes.
54 Fed. Reg 36592, 36597 (Sept. 1, 1989). The wastes identified in North Shore’s responses
below are all wastes that are mineral processing wastes or are otherwise identified as special
study wastes under the Bevill Amendment. USEPA has recognized in other proceedings
regarding coal tar sites that wastes from alleged coal sites are special study wastes. The
Bevill Amendment provides that USEPA may not regulate a special study waste under
RCRA until it submits a report to Congress for that waste. USEPA has not submitted a
report to Congress for the special study wastes identified in North Shore’s Response.
RCRA Section 3007, which pertains only to persons who have handled hazardous wastes,
therefore does not apply to this Request.

North Shore also notes that because USEPA’s Request pertains to special
study wastes, these wastes are not subject to CERCLA unless there is a release or substan-
tial threat of a release of a hazardous substance —— j.e., a hazardous constituent == from
them. Therefore, USEPA must carefully evaluate the concentrations of any hazardous
constituents in the wastes and the potential for the release of such constituents prior to
deciding whether the wastes are subject to CERCLA. In 1978, USEPA noted that it had
very little information on the composition, characteristics and degree of hazard that may be
posed by special wastes. 43 Fed. Reg. 58,991, 59,015 - 16 (Dec. 18, 1978). USEPA has since
completed only one of the special waste studies required by the 1980 Bevill Amendment.
The Site was placed on the National Priorities List ("NPL") on September 8, 1983. (48
Fed.Reg. 40658.) Since the Site was listed on the NPL prior to the effective date of the

requirement that USEPA apply specific evaluative criteria prior to the NPL listing, the
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impact of any special study wastes may not have been examined adequately. See 42 U.S.C.
§ 9605(g) and 9625. As a result, North Shore will submit a Freedom of Information Act
request to USEPA regarding the studies performed pertaining to special study wastes at the
Site and the types, volumes and locations of such wastes that have been identified at the
Site.

North Shore further states that pursuant to USEPA’s Request, this Response
includes the affidavit of North Shore’s Vice-President, Donald H. Keller, regarding the

scope of North Shore’s searches and inquiries.

INFORMATION REQUESTS AND RESPONSES
REQUEST #1: Identify all persons consulted in the preparation of the

answers to these Information Requests.
RESPONSE:

Mr. Donald H. Keller

Vice President

North Shore Gas Company
3001 Grand Avenue
Waukegan, Illinois 60085

Mr. Russell Stegman
Manager, Operations
North Shore Gas Company
3001 Grand Avenue
Waukegan, Illinois 60085

Ms. Jean Richardson

North Shore Gas Company
3001 Grand Avenue
Waukegan, Illinois 60085

Mr. Glen F. Armstrong

Superintendent

Codes, Standards and Plant Design

The Peoples Gas Light and Coke Company
122 South Michigan Avenue

Chicago, Illinois 60603
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REQUEST #2: Identify all documents consulted, examined or referred to in

the preparation of the answers to these Requests and provide copies of all such documents.

RESPONSE: See Exhibit A, which is entitled "North Shore’s List of Exhibits
to USEPA Information Request." North Shore has examined voluminous amounts of doc-
uments regarding Gas Company and Coke Company so that North Shore may provide as
precise a response as possible to this Request. Asa result, North Shore is providing copies
of the documents that were used in its preparation of this Response and for purposes of

clarity and practicality, omits those that are not relevant to the Request.

REQUEST #3: If you have reason to believe that there may be persons able

to provide a more detailed or complete response to any Information Request or who may
be able to provide additional responsive documents, identify such persons.

RESPONSE: Waukegan Coke Corporation, or any successor thereto, and
General Motors Corporation. As demonstrated by Exhibits I through K of this Response,
Gas Company sold the Property and a coke plant on the Property to Waukegan Coke in
1947. Asthese exhibits and the 1940s annual report excerpts contained in Exhibit U
explain, Gas Company’s conversion to the use of natural gas ended Gas Company’s need
to produce its own gas supplies at manufactured gas facilities such as the coke plant. Con-
version to natural gas began and was completed in 1947. The change in the nature of the
Gas Company’s business to a natural gas distribution company and resulting cessation of its
manufactured gas business at the Property ended for legal purposes any purported chain of
corporate successor liability to the present North Shore Gas Company. North Shore has
never been in the manufactured gas business and, as evidenced by the exhibits hereto, never
acquired through Gas Company the coke plant or other assets through which hazardous
substances could have potentially been released at the Property. Gas Company did not

retain such assets or liabilities when it sold the Property and coke plant as an operating
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business to Waukegan Coke in 1947. See generally the Bill of Sale at Exhibit F, Exhibits
F-K, including lllinois Commerce Commission ("111.C.C.") orders, and Exhibit T regarding
Gas Company’s sale of the coke plant and change in business to natural gas distribution.

North Shore’s research activities in response to this Request indicate that
Waukegan Coke may have been a subsidiary or affiliate of General Motors Corporation
("General Motors") at the time of the 1947 coke plant sale or acquired such status soon
after the sale. See, e.g., Exhibit K, which is a series of letters between General Motors and
Gas Company regarding proration and payment of property tax liabilities for the Property
as a result of the sale. General Motors’ Chevrolet Saginaw division appears to have oper-
ated the former coke plant site as a foundry until at least the late 1950s. See Exhibit W,
which is an excerpt from Ahmed, G. Munir, "Manufacturing Structure and Pattern of
Waukegan - North Chicago", University of Chicago Press, 1957. At pages 26 - 28, Dr.
Ahmed states that, in the Waukegan Harbor industrial area, the "chief industries™ are
"Johnson Motors, Mosow Screw, Chevrolet Saginaw Foundry, and Blatchford Calf Metal
Company."” See also the enlargement of Fig. 23 from Dr. Ahmed’s book, which is con-
tained in Exhibit X hereto. In this photograph, which depicts the foundry area, two stacks
are shown on the foundry structures in the foreground. The word "Chevrolet" can been
seen on the foundry stack located on the right. Except for the license agreements and entry
permit documents that North Shore has obtained for its pipeline easements from later or
continuous property owners, such as Outboard Marine and the Elgin, Joliet and Eastern
Railway Company, North Shore does not have any documents or knowledge regarding the
ownership of the Property after 1957. See Exhibit V.

North Shore further notes that USEPA might be able to obtain more specific
information regarding the design, capacity and potential uses of the coke ovens from the

ovens’ apparent manufacturer, the Koppers Company.
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REQUEST #4: State the dates during which you owned, operated, leased or

had easements or other rights to conduct activities at the Site or any portion of the Site and
provide copies of all documents evidencing or relating to such ownership, operation or
lease arrangement (e.g., deeds, leases, etc.)

RESPONSE: North Shore has held two pipeline easements over the Property
since late 1963, when it became the natural gas utility for the north suburban area of
Chicago that includes the Property. North Shore became the gas utility for the area as a
result of a series of events. In 1962, the majority of common stock of the Gas Company was
acquired by The Peoples Gas Light and Coke Company ("Peoples Gas™) through an
exchange offer with the common stockholders of the Gas Company. On December 16,
1963, all of the assets of the Gas Company were acquired by Lake Gas Company, a sub-
sidiary of Peoples Gas, and Gas Company was thereafter liquidated and dissolved. Subse-
quently, Lake Gas Company changed its name to North Shore Gas Company. North Shore
is continuing its research into the 1962-63 events and will supplement this Response if the
research reveals any additional relevant or responsive information.

North Shore’s pipeline easements at the Property are solely for the purpose of
maintaining gas distribution lines at the Property. The original 1947 easements from
Waukegan Coke to Gas Company are contained in Exhibit G and accurately describe the
easements that North Shore has held since 1963. From 1927 to 1941, Coke Company
appears to have owned the Property and used portions of it as a coke plant. In 1937, the
law firm of Hall and Hulse issued an "Opinion ... Covering Title to Real Estate of North
Shore Coke & Chemical Company." (Exhibit U.) North Shore is aware that the coke
plant was located on the Property described in Exhibit U but does not know the precise
legal description of that portion of the Property on which the coke plant stood. A report
prepared by Duff and Phelps in 1940 states that the Property had been acquired by William
A.Baehr in 1927. Construction of the coke plant was begun after the acquisition and com-

pleted in mid-1928. (See Exhibit S.) Ina January, 1927 Agreement among the Elgin, Joliet
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and Eastern Railway Company, Johnson Motor Company, Mr. Baehr and the City of
Waukegan, Mr. Baehr agreed to sell to the City within five years a one hundred foot strip of
land bordering Lake Michigan. (Exhibit B.) In 1941, Gas Company acquired the Property
from Coke Company. (Exhibits C - E.) In 1947, Gas Company sold the Property and the
operating coke plant to Waukegan Coke as a result of the change in Gas Company’s prod-
uct and business to natural gas. Gas Company retained after the sale the two permanent

pipeline easements over the Property. (Exhibit G.)

REQUEST #5: Provide information about the Site, including the following:

a. property boundaries, including a written legal description;

b. surface structures (e.g., buildings, tanks, etc.);

C. ground water wells, including drilling logs;

d. storm water drainage system, and sanitary sewer system, past and pre-

sent, including septic tank(s) and subsurface disposal field(s), and other underground
structures; and where, when and how such systems are or were emptied;

e. any and all additions, demolitions or changes of any kind on, under or
about the Site, to physical structures or to the property itself (e.g., excavation work);

f. all maps, aerial photographs and drawing of the Site in your
possession.

RESPONSE:

a. See Exhibit D, which legally describes the boundaries of the Property
as of the date of the sale to the Gas Company from the Coke Company in 1941. See also
Exhibit J, which includes the 1947 warranty deed transferring ownership of the coke plant
and the Property to Waukegan Coke.

b. See Exhibits M through R, which purport to show surface structures on
the Property on the dates they were drafted or revised. See also Exhibit J, which includes a

bill of sale that describes items and structures that were sold to Gas Company by Coke
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Company in 1941. Exhibit O refers to various future structures. North Shore is not aware
whether these structures were actually built pursuant to Exhibit O. See Exhibit X, Fig. 22,
which is a photograph enlarged from Dr. Ahmed’s book and which shows the General
Motors’ foundry. See also the drawings and maps attached to the license agreements and
related documents in Exhibit V. Exhibit §, the Duff & Phelps Report, also discusses the
assets and operations of Coke Company as of 1940.

c. Exhibits M through R, which are drawings of the Property, show no
groundwater wells. North Shore has no knowledge of such wells or drilling logs.

d. Exhibits P, Q and R depict the location of natural gas distribution lines
and related equipment on the dates on which they were drawn or revised. Details were
then placed on a large area map located in North Shore’s Waukegan office. See also the
maps and drawings contained in Exhibit V. North Shore has no knowledge of any other
such structures on the Property.

€. The Duff & Phelps report states that construction of the coke plant was
begun in 1927 and completed in mid-1928. (See Exhibit S.) North Shore does not have
any knowledge of other excavation work, additions, demolitions or changes on, under or
about the Property or physical structures thereon during the years 1927 - 47. As noted in
its response to Request #3 above, General Motors may have altered the physical structures
to the extent, if any, required to use the gas and coke produced by the coke ovens in the
Chevrolet foundry operations. As also noted above, General Motors’ use appears to have
continued until at least 1957. While North Shore is aware that the foundry structures are
no longer in existence, it is not aware of the date or circumstances of the demolition.

f. See Exhibits M through R and Exhibits W through X. If USEPA so
requests, North Shore will make available to USEPA copies of its large area map, Dr.

Ahmed’s book and its other enlargements of photographs from the book.
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REQUEST #6:; Describe the nature of your activities or business at the Site.

Include the following information:

a. types of products manufactured or service provided;

b. raw materials list;

c. SIC codes and generic description of manufacturing processes;
d. a description of waste streams from manufacturing or services.

RESPONSE: North Shore has not conducted any activities on the Property
other than routine annual inspections for cathodic protection and maintenance of gas dis-
tribution lines that run through its pipeline easements on the Property. North Shore has
not disposed of any wastes at the Property from these activities.

a. During the periods of their respective operations of the coke plant,
Coke Company and Gas Company manufactured gas. Coke Company and Gas Company
sold the byproducts incident to their gas manufacturing activities —— e.g., coke, sulfate, sul-
phur paste and tar. See Duff & Phelps Report (Exhibit S) at page 16. The records of Gas
Company demonstrate that since the start of its operations, the coke plant offset the cost of
its raw materials —— and thus reduced its cost to manufacture gas —— by selling the byprod-
ucts of gas production. See the 1929-1940 financial summary and the excerpts from 1944-
1949 annual reports contained in Exhibit T. These records document that byproduct resale
was essential to the profitability of the coke plant and that the financial statements of the
Coke Company and Gas Company contained a specific line item for byproduct resale.

b. Coal was the principal raw material used in the manufacturing process.
See, e.g., pages 19 through 21 of the Duff & Phelps Report (Exhibit S) for a description of
the Coke Company plant and operations. North Shore has no other records or corporate
knowledge regarding what other raw materials may have been used in the process at the
coke plant. The Duff & Phelps Report suggests that the gas was produced by carbonization
of coal in the coke ovens. The III.C.C.’s 1947 order allowing the Gas Company to discon~

tinue its manufactured gas business and its use of the coke plant notes generally that the
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plant’s continued use for standby purposes was not possible because "when (the plant is)
out of service for a considerable length of time, (it) may require considerable replacement
of refractory brick or other material before the plant can again be placed in operation.”
Order at p. 3.

c. Electric, gas and sanitary services are classified in SIC Major Group 49.
Industry Group #4925 includes "coke oven gas, production and distribution™ and "coke
ovens, byproduct: operated for manufacture or distribution of gas”. The Duff & Phelps
Report does not describe the Coke Company’s gasification process in detail, and except for
information contained in the exhibits to this Response, North Shore does not have any
other knowledge of the manufacturing process. Note that page 20 of the Duff & Phelps
Report states that after delivery, the Gas Company mixed the gas that it purchased from the
Coke Company with water gas.

d. In general, manufactured gas facilities produced several byproducts:
coal tars, oils and coke. Coke was generally the primary byproduct of coke ovens used for
gasification. Byproducts were useful for a variety of industries that used coke and for man-
ufacturers who used the other byproducts in such products as cosmetics, paints, and pesti—
cide/wood treatment chemicals. Thus, many gas facilities, including Coke Company, were
served by railroad sidings allowing for off-site transport to manufacturing facilities. (See
Exhibit S, the Duff & Phelps Report.)

Three byproducts are generally associated with manufactured gas facilities: 1)

ash, which is similar to ordinary coal ash and was often generated in high volumes but is

low in toxicity; 2) coal tars/sludges (which, as noted above, the Duff & Phelps Report and

company financial data suggest were sold) and 3) spent oxide box wastes, which result from

the gas purification step and contain metals and metal compounds including sulphur and
sulfate (as noted above, also identified in the Duff & Phelps Report and company financial
data as sold by Coke Company and Gas Company). North Shore currently has no specific

knowledge of the presence or absence of these byproduct materials at the Property.
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REQUEST #7: Identify all past and present solid waste units (e.g. waste piles,

landfills, surface impoundments, contact cooling water discharge area(s), waste lagoons,
waste ponds or pits, tanks, container storage areas, etc.) on the Site. For each such solid
waste unit identified, provide the following information:

a. a map showing the unit’s boundaries and the location of all known
solid waste units whether currently in operation or not. This map should be drawn to scale,
if possible, and clearly indicate the location and size of all past and present units;

b. the type of unit (e.g., storage area, landfill,waste pile, lagoon, etc.) and
the dimensions of the unit;

c. the dates that the unit was in use;

d. the purpose and past usage (e.g., storage, spill containment, cooling,
treatment, etc.);

e. the quantity and type(s) of materials (hazardous substances and any
other chemicals) located in each unit; and

f. the construction (materials, composition), volume, size, dates of
cleaning, and condition of each unit,

g. If the unit is no longer in use, describe how such unit closed and what
actions were taken to prevent or address potential or actual releases of waste constituents
from the unit.

RESPONSE:

Exhibits M through R are all drawings of the Property and vicinity. Exhibit V
contains additional maps and drawings. North Shore has no personal knowledge of the
actual operations of the coke plant other than the discussions contained in the Duff &
Phelps Report (Exhibit S) and 1947 111.C.C. documents (Exhibits H and I). Asa result,
North Shore is unable to identify any solid waste units at the Property. It further notes that

the Duff & Phelps Report does not state that any waste was disposed of on-site, but does
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note that the Coke Company sold the byproducts incident to its gas manufacturing activi-
ties. The financial data regarding the coke plant operations support this conclusion. See

Exhibit T.

REQUEST #8: Provide a map showing when raw materials are or were

stored and identify the raw materials.

RESPONSE:; The drawings of the Property do not show where raw materials

were stored. Exhibit O shows an area labeled "future coal bin", but North Shore has no
knowledge regarding whether this structure was ever built. The Duff & Phelps report states
that "(t)his site also includes a large coal storage yard from which the coal is conveyed to
the ovens by means of endless belt conveyors.” (Exhibit S.) This report, however, does not
describe the precise location of the storage area. See also Exhibit X, which depicts the

Property during the time of General Motors’ foundry operations.

REQUEST #9: Provide all existing technical or analytical information about

the Site including but not limited to data and documents related to soil, water (ground and
surface), geology, geohydrology, or air quality in and about the Site. Provide copies of all
documents containing such data and information, including both past and current aerial
photographs as well as documents containing analysis or interpretation of such data.
RESPONSE: North Shore does not have any such technical or analytical
information. North Shore notes, however, that it has provided maps, drawings and a copy

of a photograph in response to other portions of this Request.

REQUEST #10: Identify all leaks, spills or releases of any kind into the en-

vironment of any hazardous substances, pollutants or contaminants that have occurred at

or from the Site. In addition, identify:
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a. when such releases occurred;

b. how the releases occurred;

c. what hazardous substances, pollutants or contaminants were released,;

d. the amount of each hazardous substances, pollutant or contaminant so
released;

€. where such releases occurred;

f. any and all activities undertaken in response to each such release or

threatened release, including the notification of any agencies or governmental units about
the release;

g. any and all investigations of the circumstances, nature, extent or loca-
tion of each release or threatened release including the results of any soil, water (ground
and surface), or air testing that was undertaken; and

h. all persons with information relating to those releases.

RESPONSE: North Shore has no such knowledge of any leaks, spills or
releases into the environment of any hazardous substances, pollutants or contaminants

occurring at or from the Property.

REQUEST #11: Identify the prior operators and lessors of the Site. For each

such operator or lessor, identify:

a. the dates of their operations at or lease of the Site;

b. the nature of their operations at the Site;

c. all evidence that they controlied access to the Site; and

d. all evidence that a hazardous substance, pollutant or contaminant was

released or threatened to be released at the Site and/or its solid waste units during the pe-

riod in which they were operating at the Site.
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RESPONSE:

a. Since North Shore has merely held pipeline easements at the Site since
it became the natural gas utility for the area in 1963, it notes that it has not been an operator
or lessor with respect to whom "prior" operators and lessors can be defined. North Shore
nonetheless answers this Request to the best of its corporate knowledge for the time period
prior to 1963. See Exhibit B, which indicates that Mr. Baehr purchased the Property from
the Elgin, Joliet and Eastern Railway Company ("Railway Company") in 1927. North
Shore has no other knowledge of owners and lessees of the Property before 1927. The
license agreements and other documents in Exhibit V pertaining to the pipeline easements
may identify subsequent property owners.

b. North Shore has no knowledge of the Railway Company’s operations
on the Property. North Shore also has no knowledge of operations that may have been
conducted at the Property by Waukegan Coke or others during the time period from 1947
to 1963.

C. Except for documents in Exhibit V that pertain to the Railway Com-
pany, North Shore has no knowledge of the nature or extent of the Railway Company’s
control of access to the Property. North Shore also lacks corporate knowledge regarding
the control of access to the Property by Waukegan Coke or others during the period 1947 -
1963.

d. North Shore does not have any knowledge that hazardous substances,
pollutants or contaminants have been released or threatened to be released at the Site.
North Shore has become aware through this Request and other non-company sources (e.g.,
news media) that USEPA has sought cleanup of PCBs and other waste that allegedly

resulted from Outboard Marine Corporation’s activities at the Site.

REQUEST #12: Identify all local, state and federal environmental permits

ever granted for the Facility or any part thereof (g&, RCRA permits, NPDES permits, etc.).
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RESPONSE: North Shore has no knowledge of the issuance of any local,
state or federal environmental permits to it or others in connection with the Property.

North Shore’s natural gas distribution activities and equipment do not require USEPA

permits.

REQUEST #13: If Respondent is a Corporation, respond to the following
requests:

a. provide a copy of the Articles of Incorporation and By-Laws of the
Respondent;

b. provide Respondent’s financial statements for the past five fiscal years,

including, but not limited to those filed with the Internal Revenue Service and Securities
and Exchange Commission; and

C. identify all of Respondent’s current assets and liabilities and the per-
sons who currently own or are responsible for such assets and liabilities.

RESPONSE:

a. See Exhibit Y (North Shore’s Articles of Incorporation) and Exhibit Z
(North Shore’s bylaws).

b. See Exhibit AA (North Shore’s Securities and Exchange Commission
Form 10-K financial statements for the last five years).

c. ee Exhibit AA.

REQUEST #14: If Respondent is a Partnership, provide copies of the Part-

nership Agreement.

RESPONSE: Not applicable.
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REQUEST #15: If Respondent is a Trust, provide all relevant agreements

and documents to support this claim.

RESPONSE: Not applicable.
S
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Russell B. Selman

Nancy J. Rich

Bell, Boyd & Lloyd

Three First National Plaza
Suite 3200

70 West Madison Street
Chicago, Illinois 60602
(312) 372-1121



State of Iilinois
SS
County of Lake

AFFIDAVIT

I, DONALD H. KELLER, state the following under oath:

1. Iam the Vice President of North Shore Gas Company ("North Shore")
and am authorized by North Shore to respond to the Request for Information ("Request”)
served upon North Shore by the United States Environmental Protection Agency
("USEPA") regarding the Outboard Marine site in Waukegan, Illinois.

2. I have made or caused to be made a review of our company’s records and
records from the old North Shore Gas Company ("Gas Company™') to locate all records
that might be relevant to the Request. In 1947, the Gas Company went out of the manu-
factured gas business for which the Request seeks information. The recollections from that
business pertain to a period that ended 43 years ago and many employees from this period
are deceased or incapacitated. Asaresult,] am not aware that any former Gas Company
employees are able to provide information that is relevant and responsive to the Request.
North Shore intends, however, to continue to attempt to obtain any such information from
former Gas Company employees and, if such information exists, supplement this Response.

3. North Shore’s only business activities at the Property described in the
Response are the annual inspection for cathodic protection and North Shore’s mainte-
nance activities related to the gas distribution pipes located in its pipeline easements.

These operations do not involve waste-related activities.



4. 1 hereby certify that based on North Shore’s review as described in its
Response, the Response reflects, at minimum, North Shore’s diligent searches and inquiry

as required by the Request.

Donald H. Keller
Vice President

Subscribed and sworn to me
this 30th day of March, 1990.

/) | ﬁé{ o :
e b o Aaral

Jean Richardson

Notary Public

3001 Grand Avenue
Waukegan, lllinois 60085

My commission expires On —x#iug 4 /é /572
v

v

“OFFICIAL SEAL”

Jean Richardson
Notary Public, State of WWinots
My Commission Expires 1)16/92

e




Exhibit A

EXHIBITS FOR NORTH SHORE’S RESPONSE TO USEPA REQUEST

YEAR

DESCRIPTION OF EXHIBIT

1990
1927

1941

1941

1941

1947

1947

1947

1947

1947

1947 - 1948

This List of Exhibits

Agreement among Baehr, Elgin Joliet &
Eastern Railroad, Johnson Motors and City
of Waukegan

Conveyance document for transfer of cor-
porate assets from North Shore Coke Com-
pany ("Coke Company") to North Shore
Gas ("Gas Company"') and list of personal
property transferred

Conveyance document for the transfer of
the 42.24 acre parcel from Coke Company
to Gas Company

Gas Company, Coke Company and North
Continent Utilities Corp. Plan of Reorga-
nization and SEC’s report on Plan

Sales Agreement, correspondence and res-
olution of Gas Company Board of Direc-
tors for sale of coke plant to Waukegan
Coke

Permanent and temporary pipeline ease-
ments to Gas Company from Waukegan
Coke

Gas Company’s petitions and amendment
to petition to Illinois Commerce Commis-
sion ("II1.C.C.") for change to natural gas
distribution and approval of coke plant sale

I1.C.C. Orders approving Gas Company’s
petition for approval of coke plant sale and
change to natural gas distribution; certifi-
cate of convenience and necessity allowing
Gas Company to construct natural gas dis-
tribution mains

Warranty deed and bill of sale for transfer
of Property and coke plant to Waukegan
Coke

Correspondence between Gas Company
and General Motors regarding proration
and payment of property taxes for Property



1947

1927; revised
in 1948

1948

1927

1920s - 1940s

1974 - 1977

1980

1940

1944 - 1949

1937

1949 - 1989

1957

1957

Correspondence regarding Gas Company’s
grant of land to City of Waukegan for pur-
pose of building road

Map entitled "Elgin Joliet & Eastern R.R.
Plan" —- shows Waukegan Coal Co. and
Petit Salt Co. adjacent to slips to Main
Channel (west of Coke Company) and
American Steel & Wire Co. to the south

Map of "Coke Plant at Lake Front"; 8 1/2"
x11"

Baehr Engineers’ drawing entitled
"General Scheme of Development for
North Shore Coke & Chemical Company"

Engineering book drawings regarding gas
distribution lines

North Shore Gas Company ("North
Shore") drawing showing then-current uses
in coke plant area; e.g., Johnson Motors

North Shore drawing detailing gas lines in
old coke plant area

Duff & Phelps 125 page report on Gas
Company and Coke Company
reorganization

Selected excerpts from Gas Company
annual reports and financial summaries
regarding resale of coke byproducts and
conversion to natural gas

Opinion of law firm of Hall & Hulse cov-
ering title to real estate

License agreements, maps, entry permits,
etc., regarding installation and maintenance
of natural gas pipelines

Ahmed, G. Munir, "Manufacturing Struc-
ture and Pattern of Waukegan-North
Chicago,"” University of Chicago Press,
1957, pp. 26-29

Ahmed, Figs. 20, 22 and 23 (enlarged pho-
tographs, the latter of which depicts
"Chevrolet” painted on foundry stack at
Property)



AA

1963 and later
amendments

1989
1985 - 1989

North Shore’s Articles of Incorporation

North Shore’s bylaws

North Shore’s Securities and Exchange
Commission Form 10-K for the past S years
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Exhibit B

THIS AGRERVENT, Entered into by and between SLGIN,
JOLITT D WASTTRN PAIL"AY CGEPANY, sn Illinois corporstion,
{hereina’ter referred to as the "=zilem; Coxnpany”}, the JOINTOU
MOTOT CQFAXY, & Delaware corporation, (hereimfter referred to
as the "Johnson Company”"), WILLIAV A. BARFR, an ind{vidual, (here-
inafter referres %o as "faghr"}, and the 7TITY OF VAUXIGAN, s

Municipal corporation, (hereimfter referred to as the "City"),

fITN2ISSESTH

THAT, ~H'PEXAS, the Railway Conpany s thes owner of
real estate bordering on lako Aichisan, and lyins south of the
property of the North Shore Sanitary District, in thoISouth balf

of Sectior "ifteen (1£), Township Forty-five {48} NWorth, Fanse
Twelve (17) Bast of th : Third Princiyal Xeridlan, in Lake Z:sunty,
Illinois, and north of the property of the City of Tmukegan, in
the north half of “ection Twenty-two {Z2), of the saame Township
and Range, on the south, which real est-te {a suitacle for the

location of industries; aad,

WHRARBAS, the Johnson Company has agreed to duy from
the Railway Company the southerly portion of sald real estate
lylng between Lako Michipan and the cemter line of the excava-
ted ohannsl, consisting of spproximately tvolve and forty-three
one=hun:iredths {12.43) acres, and to ersot and orsrate therson
a manufacturing plant, on cordition that all of the adove par~

ties hereto Join in the exeoutisn and delivery of this agresment;

.,’C{)
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HEZLAS, 3aehr has agreed %o Wy from the L:.ilway
~r Company thc portion of said resl estate adjoining the part to
be oonveyed to the Johnsom Compuny, and lying ilmmediiately norsh
of the saro, and oonsisting of appraximately forty=two and twenty
four one-hundredths (42.24) acres, and to cause to be erected
and operated thereca & plant for the mamfacture of the .roducts
and by=produsts of coal, on condition that all of the adove
par.ies hereto Jjoin in the execution and delivery of this u Tee~

nenty und,

HIRBAS, it is desired by the City that the location
of thesns industries upon this property be sec.rei, and at the
same time thut the water Iront and all of the riparian ri;hts

hd along all of sthe above property shall be acquired YWy it for the
purpose of the establishing and maintaining of a water front
arlk and A rocreation heach :or the use »f the inhabitants of

thouﬂv of ~aukegonj and,

H'RBAS, mamerous conferences have hsretofore dbeemn
N had betveen reprusontativea of -1l of the jurties hereto in
order to securo, :f possible, the advantages to be derived Zrom
> the location of these and other industries uoon this property,
and at the sane ti o to secure to the City the oite for said

park and beach; and,



JHYRKAS, as & culmination of such conferences, on
or about October 8th, 1926, ¥r. A. P, Janks, Prosident of the
wilway Co pony, addressed to 'lonorzble L. J. Yaser, ayor of
the Ci.y, a letter, a oopy of which, marked "Exhibit ", is

hereto attagched and made a part hereof; and,

BRLS, at a peuler meetin Sf the Council or
the Civy of «uu:sszen, held Ostober llth, 1326, at 8 i,.., &
resulution was ndopted accepting the proposition incorporated
in the sail letter of the sailway Comynny, = copy of which
resol.tion, marked ".Xxhibit 3, {s attached hereto and made &

part hereof;

NOw, THIR-2C2Z, in consideration of the preniscs, the
ailway Company, the Johnson -ompany and Baehr for themselves,
their respective heirs, successors ani sassicns, herely soverally
agTee to sell to the City of /muxesan at any time within five
(8) yours from this date a strip of lund ond muadred {(100) feet
wide alon . their reepective shore lines of Lake Mich{ an, as
said shore lines at that time may be, extending tocether from
the property of the North Shore Janitary viatrict, above meationed,
to the presont property of the City of +aukesan, above mentioned,
at the price of Thirty-five Bundred Dollars ($3500,00) per
acre, inoludin: in said sale and conveyanoce aforesaid a ;rant
of 2ll the ripari.n rishts of the irantors sappurtonant thore=

%0, on conditisn thut not less than sixty (60) days prior to



the expiration of said period of five (5) yeurs from this

date the City shall severally notify the respective owners of
sai lanc of 143 olectisa t9 purchase under trh.s option,.md
thereu on u Juint survey 9'.ll prouplly be made to determine

the uhure line of Lake Michigan along said property as of the
date of such survey, and within sixty (60} days after such notice
the purchase rice shall ba paid by the City and uufficient deeds
of conveyanco dolivored by the respective owners, and upon the
failure of the City %0 (ive such notioce or Join in such survey

or tc .wvike fill paymants within such period, this option shall
cease :nd detormine, <he nilway Company, the Johnson Compuny
and Bashr agree further that in all future conveyances of portione
of such real estate along the lake front to de acquired dy thea

respectively, they will amks pronnr rescrvutions to protect the

City 4n (s said option.

The City agrees that immediately upon the omisition
of tbo above descrived atrip of land it will opsn and maintain
'Y ﬂ’ﬂ thereon in a condition passable for automobiles and trucks
bearin.; reasonadle loads, extenting the antire length of the
proypnriy convered, und 7ill in additi:on maize -rovision for the
exteoavion end ~ajatonn:ce o such a road across the property of
said lorth <hore Jnnitary Listrict to the oxtension of Lahringer

oad.

The City Surther a;rees that for the vonstrustion, ree

coustruction, maintenance or repair of the suid road to be con=



str.oted by the City u.on suia ome handre: {100} faot strip, as
herein provided, it will never levy upon the adjacent propersy
any 3neci’l cssessnent Or 3pocisl tux to poy the cost thereof, or

of any part thereof,

The City further agrees that it will at once abandon
the proceedin:;s for the openins wnc extension of Gillette ivenue
into and across the property of tho tailwny Company, wud ~1ll ree
scind ~ay action heretofore taken with refurence to same, and it
further agreee that it will never open any street or alley, or
ruke any publio {mprovement in, upon or seross tho ssil property
of tho Railwny Com:any, its suocessors or assigns, #hich lies be=
tween the north line of Madison -treet exten:ed east on the south
aand Duhring.r 20ad upgon the north, exceptins in or upon the said
strip or land one hundred (luJ] feaot wide, arter the same has

beun donveyed tc the “ity, as heruin providod.

The City further asrees to provide for connections
wiSh Lite water miing and scwers Yy aau o the Wnefit of all
owners ant oocupants Ifrom time to tinme of the said property now
owned Yy the Imileay Company, as aforesaid, its suocessors and
aseis.s, lyin; betw~een the :orth line o! sai: .adison Jtroet
extende:. on tho south and .ahrin er tad u.on the north, and
that no oharge shall be made therefor other than for the actual
cost vf smuch extensions and connection as shall be aade at the

request of tho respoective owmers or occupauatu thereof,



The said “allway Company hereby srants to the said City
for the benofit of the inhabitants thereof, the right and ease-
mant t> age the strip of land hereafter deocribed for all proper
strect purposes end as n art ol =.irin;er Road, upon the condie
tion that the said ailway Company shall st all times have the
right, and the said "tnilwy Company expres:ly reserves the right,
to muintaln, repnir, uae en:!l opurate ity :reseat relilroad tracks
ant roilroad faciiities across eaid strip of land and to construot,
maintain, repair, use and operate such addi{tional tracks znd raile-
roa! 2 cilities across saii strip of land as it may desire at any
time al from time to time a.ut to chunje the location of sll such
tracks ani rrilroad facilities at any time und from Ittmo to time,

all as freely as 1f this grant had not been made,

The said City expreesly a;rees that any telesraph, tele=
phone or eluctris light wires and any wires, pipes, conduits or
structures of any kind constructed by it or by its permission wpon
said strip of land over the tracks and r-ilroad facilities of the
Railway Company, or its successors nnd assi.ns, shall be constructed
and maintained at proper and safe clearance distance and at the
clearance distance presorived by the Illincie Commerce Commission,
or hy tho ody havin; hirisiiction o sich clearsnce, above the
tracks ani railroad facilities of said Railway Company, its st~
cessors and aseigns. If the City shall _rant to any person,
cirm or corporntiocn auy parmmit to co.umtruct any such wirew, plpes,

conduits or structurss aloa . such strip of land, its sai: permit



«le

shall: @ 8 hiect tn the provivions herein ooutained,
The strip of land t2 be & part of .ahringer .wad, a8

adbove provided, is described as follows:

cormoncin: et the liorthe:.st cornor of the tiorthe
%05t rucrter ol tha “Sus'west | artor of Section Tifteen
(v}, Jo.n3hip Joriy~five {(45) North, w\n.e ‘welve (1Z)
.ast of the Third Principal lYeridian, in the city of
.eu 6gan, vouxegan lownship, Lake _ounty, .tate of
Illinois; *honce weuterly with and along the north line
of uiil o arter wartor tectiun four mii're: inveorty-
threoe wid 8:ve.toen ono=hun-re i g (477,17) Teet to a
oeliivg thenee soihwozierly Livig o 1ias cvhan. - southe
eraLerly ...l of ninety=-six {96) do_rees and filty-six
(56) minutos with last described course ei Lt hundred
forty=seven and seven=tenths (847.7) feet to & p.int of
begianin:; theace eastorly alon; u lino making a northesst-
erl, na,le of ai hty=three (84) de-rees und four (4)
minutes with last coescrived course ona huadrei and forty=
vhree one~tundroiths (loJeds) z9ct W 2 pointy theace south=
westerly lons & line muking s ..outhwestorly ancle of
sixvy=ning (u9) degr.es and lorty=three (43) minutee with
last desoribod course twenty-one and thirty-two one-
madredths (21.32) feet more or less to u point; thence
easterly alons n line making a northeasterly an:le of
sixty=nine (69) de_recs :n! oriye-tnree (4S) ‘inuies
with last descriyed oo ric, Li. Mukret! seventy=five and
e ty=3ix one=nuwndareuths (475.76) feut more or less to
& point on the east lino of sajd quartur juarter section;
thenoe northerl; with and alons the east line of said
quarter qurrtor section one hundred (100) feet to a point;
theica weiterly mlon; a line parallel to the Iirst and
thirda coursas o7 pro eriy her in :dr2crive  ive hudrod
Jifty=nine ani saven on- =huiireit e (503,37 fees to a
point) thonuo southwusturly alon; a strul ht line oi.;hty
aue firty=nine one=hundredthy {30.59) feot moro or less
to the point of ‘e;inning, and containia’ one and twenty=-
{ive one-muniredths (1.25) acros, more or less.



The sald City ayrees that it will open as a pudblio
street Dahringer Goad, of the same #idth as the width of the
above lescribed strip, alons a line which shal! be an exten~
sion wostorly of the cbove doscribed strip of land to Jand
street and alon a line running northerly from the easterly end
of the above described strip of land to the northerly line of
the proporty 0. owned by the Nort' “hore lanitury Sistrict and
thonce runnin oastorly ad acent to or partly or wholly upon
the property now >wned by said North Jhore Sanitary Zistrict

to lakce Michizan.

h.s contract shall be binding nyon anc inure
t0 the bdenefit of the parties hereto and their respective wuce

cessory and assiins,

This agreocm.nt shall not de cffective until apuroved

by the 1llinois Commerce Commission.

I . IMS ALRSOP, the SLGIN, JOLI P Mo Gasi "N
2. E1BAY COMPANY, JDEN OF (L0t ConiiRY, and the CITY P
JAUKZ0AN have caused this instrument to be exscuted dy their re-
spective proper officers thereunto duly suthorised, and their re=
spective corpornte avals to Se horcunto affixe:, and the said

JILLIAM A. BAEHR has hereunto set his hand and seal, this l4th



L o

A4

day of January, .. 1927.

RLGIR, JOLI'T ANT BASTZRN RILIJAY Corz:NY
~ By lotomed) . o Danks
President

Attust: [sSicned) P, £, Yoonte

- Secretary
JORNSOX LOTOR COMPANY
N
President

- d

attest: _(Sirned Ce R Van 3 ()

secretary
- S N A, Dae
CITY OF JAURECAN
X; By _(Sizned) louis J, Yage
- Xayor
N

ittent)
- Olerk

KXX=H
-

{SBAL)



KXHIBIT A.
13 o
October

8%k
1926,

Honorable L. J. Yager,
Mayor af the Cisy of vankegan,
faukegan, lllinois,

Jear Lirye=
Jome time ag0 the :lgin, Joliet and Eastern iailway

Company made » tentative agreement to sell $o the Johmnson lotor
Company approximately ten acres of its land {mmediately ncrth of
the jovernment property and east of the chunnel at Jausegun, and
to Mr, «m, A, 3aehr and his associstes for a by-produot ocke ovemn
plant approximately thirty acres lying immedilately north of the
ton acre tract. Jince that time thers have been rmmerous con-
ferences betwvoen the royresc.tatives of the industrios mentioned,
of the-:l;in, Joliet and ¥astern Railway Company, of the City

of isuke-.an, of tho Chamber of Comuerce of auk.-'an mand others
relating %0 the dosire of the poople 0f "¢ u; for a lake front
park ®sendin. ulong the lake shore from the ._overament property
norsherly %0 the interseotion of Dahringer Roed with the lake

sh re, aiui the desire 3f the .ndustries mentioned and of the
ailway Company to prescrve all of tho property whish the luil=~
way Company aow owns or is interested in at that placs for rail~
road, dook, shipping and industrial purposes. The parties have
oot agresc in their vioews,

It seoms to us, however, that it is irmportant and

very desirable that we sottle upon sors plan that will be as



neurly sativfactory to aovaryoody concerned as possible, e
sympathisze wiih the desire of the people of -sukesmn for a luke
front park., ‘e think, however, that the development of incustries
alon; the chuanel leadin: fr:m th: hurbor as now constructed anéd
a0 1t nuy be axten.lei, i3 more imporsant to the City of .Jaukegan,
as well a» to the “wilway Company than the location of a park as
tho porticular spot reforred to. However, if the people of Jaukeyan
do not agree with us we vory auch waant to find a way, .7 podsible,
to saoure for the yeople of <aukegan what they want rithout de=
stroying tho industrial development which we are interceted in and
which we think the pooplue of -aukegru ousht to bYe ifuterested in.

@, therafore, propose that a contraot bo ontered into
between the Railwy Company and the City of saukegan covering the
mattors hereafter stated, and that this contract be ap roved by
the Chunber of Commerco an: «iy other orsanisation representing
the sontiment of the people, in orer .hat {t ray be known when=
ever any question arises in the futuro, that the plan adopted had
e approwal o all concoerns: w.d tha. 20' falth roquires its
obesrvance.

In this oonneotion we think it (s important to preserve
& brief record of th vwari.us matters which wero taken into consider-
ation i{n mrkin: tho ajrooment. Jherafore, hefore stating the
plan which we have in mind, and whioh we hope will be asreed to,
we briefly montion the various suggestions that were drought out
and discudsed in the many meoctin v wiich ¥ have ull attended,

The various suggestions brought out i{n the many dis=



oussiony were as followes .2 do nov thiak it important to shovw
#ho urged the various suggestions., @ think it inportant only %o
regord the s grestions which wero raised and discussed.

1. “rom a busincss polat of view, the locuiiun of .auxesan
upon Lake !ic*l-un {3 of no advanta;e unless a harbor be rmaintcined
wvith facilities for industries to receive and ship freight ovor the
lakes.

2, Juch industries muut rlso have railroad comnections with
sufficient yards and switeh tracks so that they muy ship und receive
freight from and to territories adjacent to and wore or less remote
from Joukegun,

3. The presunt Jaukegan Harbor is of trifling Lnportance
unless a channel bs extended to the north with slips and docks on
each side for the accommodation of industriec. The ;sreat.r the
area of lund h vings access to g..oh slips wid docks, the Sreater 1is
the possible levelopment of winess and industries which are of
the kind t0 be benefited by lako transportation. The United States
Somt will not irprove tho harbor f.rt“or unless a :reocter
voh:.:t shipping into the harbor develops. The ind.utries adbove
refarred %o, partioularly the ooks oven plant to be built vy Lr.
3aeir i his assoclates, will brinsg a very large tomna.e into the
harber. These i{ndustries wil. probatly scours the support of the
harbor by t'a Yederal Government 0 much desireca.

4. The City of vaukegan ought tc have a laks Front Purk,

8. The nearest location for such « park is on ths lake



shore immedintoly north of the iovernman. property,

Gs This i3 trus {f o roaa Ye provided ramiin,; direotly to
1t Wy the shortest routoj Jut, su:h a road would run cnrose
the chanuel, L, c.tad bove, and w 1. 2111 1t. Thoe ochzanel
could not He 2.tonded north of the road, This woull limit the
land avilable for industriul develop wat so much th.t the in~
4:3trinl uge o lurxe Michison would be of very little liportance,

Sha rocd woull alan ci: thro gl the railroad y:.rds,
practicnlly d uetroying the roflrocd’'s ability to sarve intustrice
of any magnitude.

7. This location north of the Lovorument property for »
park {9 part of ‘avisgan’s geural city plan and wu. settled
upon a long time ago.

8. 1f a pnar is octnally moguired =& improved at this
place and connectea ik th: Uity o) a road which will mau it
nearest to the City of any possibvle location, then the hope of ine
dulkm developuent at that pluce in any large way mast be adban=
doned. The comp:rrative advanta es of : p.rk at t'us locniion with
& very small inviustrial development and tho advantaces of a park
at snother looation with greater industrial devolopment, must e
weighed. The City ocunnot have both the Park with direot conneo=
tions to tho City, and the largeor inlustrisl developcent.

9. The only other possidle loamtion of a lake ront Park
would %o north of Dahringer 0ad and perhaps south of that road
for a compuratively short di tance, ™Mis i{s too far awny from

the \:1‘}'0



-

10. It is farcher amy fro- the City thwn the loe ti.a
first su; este , proviied the first locativn be 0o .iectod with
the City b & direct road, » ha¢ been stated, such & cirect
road would kil. th: industrial dovel :p-ent, If gicl: & direct
road bo not couBiructed, anu the territory availabdle for channel,
alips, dooks aud railroed yards be presorved for indmitrisl de-
velopment, than tha location north of Dahringer Road 1is Just as
aesr to the City as the locatlon uurth of the Joverassnt ,rop=
orty.

11, 1If the terrisory accessible to lake sransportation
by extension of the chanuel be kept free :or inius.ries, how
would the Park bes roached?

12, If the property availadle for industries be presorved
for such purposes, them aocess to & ark, located {-mediiately
north of the “overament oropert;, ©.l14 have to be alon_ Jand
strect to Jahriiger .load, eand then easterly to the ..orthorly emd
of sush Park, or to & road leatin, south iato such Park. I1f ao=
cu&b tho Park be by meaus of DJahringer ‘oad, then it would be
ub f:ﬁin t0 & Park located anorth of Lahringer .ioad t'an {t
;ou.ld be %0 & Park located south of JDahringer Roand,

13. It has already been determined to open up Gillette
Avenue over to the Lake.

14, If this be done, it will kill the industrial develop~-
ment of & considerabdle ares of land, which would othersise have
accoss Lo the oniu.el, slips and dooks, when extendel, If ile

lette .vonus were wsel for acoess tC & Lake Pront Park, the



distance %o & pirk Liwsgdiasely aorth Of Juveruuent property
would bo subst:ntiully nmo shorter than to a park locatel north
of Dahringer Road.

1u, sho City already has the rizht to use Jowvernnent
property adjacent to the hurvor for park parposes., Ihie will
be lost if the park be not located ad jacent to it.

1o, If the park be located north of Dahringer Noad, the
property of the .Janitary -istrict, lyin immediutely south of
Jahri..or "oad and along the lake froat, could doubtless de used
for park purposes by arrangersnt with the Sanitary Uistric:,

17, It iy .10t necevsary th:t the coke oven plant, which

t 1o propused tu halld, Lhould exten to the ll.kc.uhora. 64
the coke oven plunt has acoces® t- the channsl or slips, vhere
boats may b~ landel, that iy en.ugh,

18, It is expocted th.t tho coke oven plant will deoire
0 grow und expand over & numbor of yseure. Jhe trect offered to
My, Bashr and his associates permits of no expansion to the south

besause the Johnson Fotor Company has tentatively b ught this

Bt

' M: It v uld purmit of no expansion to the west deomuse of

' the harbor chaanel. It would pormit of no expausion tao the north
veoaive, 7res-aa.ly, other {ndustries will be loeated thers,

“he luke siore, with the _ossibliiifvs ¢ aooreiions offers the
desirad opportunity for expansion. If a park de located along
the lake shore at th:t place, the plant to be dbuilt by lr. Baehr

and his associntes wo.ld dbe absolutely limited ns thougch bWy s



ale

a.one sll t0 the area to “e sold to hi:,

1%, Thy not oquire from the wilroad Company, land axe
tendin, north ani south far emovugh to furuish ample space for
expaasion?

20, The narr~sur the -:jace Jovoted to 8 siugle industry
east xnd west and the lonker the space devoted to such an indus=
try north and south alonyg the channel and slips, the fewur the
industriey w ich cun e 8 rvad by such chan el and slipes. The
narrod r tho nroporty north and south, and the longer the prop=
orty east and west, the greator the mumber of the industries
which ean b served by the chaanel and the slips,

21, The citizens of -auze tu very mach want a- lake Jront
Park and thoy want it t0 be oonvenient and acocesaidle.

22, The question is: Taking the bdroadest view, what will
be bast for the vity of Jmzecan and {ts citirerns? Industries
must 100cate in the City and must grow and expand if the City i»
% grov and devolop and prosper. »o not the oitisens of .aukegun
_?. more industries us well as & park? It i3 through the growth
and development of Lndustries in the v.ty that the ity becones

" financially able to build and equip parks of u kind that cun ade=
quately scrve the pleasure and enjoyment of its citisens.
Cur s estion is as follows:

{1) A writtea contract be enterod int: betwemn the C.ty

of Jaukegan and the mlgin, Joliet and Zastern luilway Company

covering the following matters:
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{2)  The comtract to be authuri.e by the City Council
and approved by the Chambor of Commerce :nd other orguaisations
wvhich represent ths sentiment of the people of «<aukegua.

{($) Mo tailway Company to rgree to sell to tho City of

aukesan at any time within five years from the date hereof, a
strip of land 100 feet wide along the margin of the lLake as 1t
then exists throuchout the eatire leaygth of the property them
owmed by the ''ailway lompnny he‘weon the ;overnment property on
the scuth and the North Shore Sanitary District proporty on the
north at J3800.,00 per asre, This is the price at which the Tail=-
way Comptaly {s proposing to sell to the industries r« furred ¢o
the property which they desire.

{64) The Railway Company in any sales that it muy make
hereaftor will include in ite coantract of sale an agreement by
the purchaser to tho same afraect. -uch an a recment will 2 in=
cluded in contruct of sale with the industries above mentioned
and in token of the approval of these industries of this plan,

will Join in the oontract between the .lallway Com.any and
:5;;@ of Jauke-an.

(8) The City of #aukegan will asree never %o open any
strect or make any pudlic improvemsnt easterly and westorly acroes
the property which the ailwey C nmpany owns or is interusted in
at this place south of Dahringer Twad, “he City will rescind any
sction taken for the openin: of Gillette Avemus.

(6} The City to azree %0 opem and mx-intain & road along



the strip to be coaveyed to it as above provided,

{?7) The Cit; to agree not to levy npon the adjolning
property any special assessnent for the construstion, recon=
structiosu, ma.ntenance or repair of such road,

(¢] The Cit: to agree to provide for counsctions with
ite mter mmins and sewers for the bemefit of the Johnson lotor
Company, -r. 3aehr and his associates and all osoupants from
tine to tie of thy property now owvned ar controlled by tr;o
dlgin, Juliet & ISnstorn lailwey Company and lyins betweea the
property formerly owned Wy the Jovernment on the south and the
property of tho Janitury District on the north. .

(9] If y u and the City Council and the other organisa-
tions avove referred %o approve of this plan a formm] written
coatrnct 6an be nresared oovering the plan as outlined and
Joubtleses containin: edditi.n..l details,

30th !'re 1i:ple, of the Johnson otor Company, and
Mr. Baehr, inform me that as soon as the contrsot above sug=
5 .s.. eaxed.ted they arc read  to proceed with the counstruo=
(3 hmur plants,
Tours very sruly,
{signed) A. P, Banks,

°resident,



‘HRSAS & written proposal has boen made to the City of
Jaukeson by the Qgin Joliet and Sustern lallway Company in
subst nce as followes -

1. he.t the ruilwmy couw.any a.rees to tell to the Jity
of rnutean ot iy time within five (5) . ears from this date
s strip of land One "undred {100} feet wide along the margin
of laze . icriga: wmed by the Railway Com.any hetwenn the
goverument sroperty on the ‘wuth and the Jorth Jhure Sanitary
Sistriot property on the Jlorth at Thirty Five Hundred and
n0/100 Dollars (33600.00) per acre, which agreement shall be
oontained in any sales of lsnd th.t the r:ilway comiany may
make hareafter %o be agreed uyon by sny purchasor of such land
from the railway companys

L NN S safd proposal contains further provision that
the Cit. of ‘nuto_ o shall 8. ree nover 1o open any stireet or
maks any publle improvement “agterly or esierl, scross the
ﬁrm which tho milway oowpany oums or is interested in
_&d Fadisou treet and louth ot “ahriis,er 'oad, aut that

— ih:(;i‘v will rescind any action heretofore taken for the open=
ing of Gilletso ‘vermeg

M. EIL3 1t 1 further provided that the City shall

ree t0 opon and naintain & rosd alon,; ths etrip orf ,round
t0 de conveyed by it adjacent to the l:ke s'ore, and that the
City shall agree nit to levy upon the ad jacent property any

specicl asseusnont for the corstruction, ro=constriuction,
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m-intenance or ropair or 9 ¢ rowud, aal .gon the further condie-
tion that the City shall a;ree to _rovide for connections with
its wnter owins aud sewers for the denefit of all owners and oo~
cupuaty from tire to time of the sropert; aosw owmed or coutrolled
by tho Zlgin Jollet and aaterm :inilw.y Company lyins between the
property formerly owned by the government on the South and the
property of the irnitary iletriot on the Jorth.

AV, ERIMAZ, 3T L2 40 IT 1o Udd A QLEOLVED by the City
Council of the City of dsuregan that sai? proposal of the Il:in
Joliot and Znetern nilway Compeny be accepted upen the condi-
sion th.t e4? contruct to be ontere! into shall also mnke pro=
visions for the npeanln; 2 th: rva. nsv <nown as Juhrin or .load
from jan. Jtreut to the shore of lake - ich._an, 'nd thit the con=
vayance of land Ono Hundred (130] feot wide alon; the marsin of
tho lako shall also incluce repnrian rishtsy and the layor is
hereby autiorisec t0 have prepured said contrast to be sudmitted
i, the Council for its approwal :nd authority for the execution
oim eontract in ite finnl form.

T
Lo

ADOPT'D this 11th day of Ostober, A, -. 1926,

L. J, Yasrer
sayor
ADDIETy J dars
ity Clexrk
{3734L)

I, J. H. Larseilles, city -lerk aof the City of saukegan,

Illinois, curtify that the anove {s a true and correct copy
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of the lwsolutivn acopted Ly the CfLt: Tuuneil o the City of
‘auke an, at their re ular “ouncil meetin:, held !onday, Cctober
11, 8 7,... 1326,

P, :'arsoilles

ity Clerk

E W

e

3



XKNOJ LL 437 Y. PuN NS, Jhat the Chamber of
Commerce anc other represeatative orguniazations of the City of
auke an, subucribors hereto, by authority of their respective
3oardys of —.rectsr. an. ‘rutexs, have her-ouat. affixed thelr
si,na. .ros ol carpornte sealu in evidence of their syproval
of the exegution by the City Council and other officials of
the Jivy o was 6n of thu foreoin ~ud altached = reemsat
yetween .l.in, Jollet ma ssvera -ailwa; Jonmpgad,;, an Illinols
corparaiion, the Johuson .otor Com:any, & Delaware corporation,
1411iam e Baehr, an individual, und the City of ¥Ysuke;an, &
sunfcipe.l corpurntion, datad the 1l4ath aey of Jonuary A. .. 1927,
and oy evida .oce thi.t .t this time the eutire situation dealt with
in the said agreemont has been onrefully oconsidered, and thut i+
{3 deumga i the pudlic Luterest that the City oxecute and
dolivor the sal: = reonunt {n order to induce the said Johnson
Compan,; and the 3aid Taehr to locate the industries as cesoribed,
ang ia erder to prescrve the land aov owned dy said ‘ailway
23 ey a8 dosoribod in ¥sid a recment for use for channel, slip,
. gﬁa«! and {idustsial purposes, and in order to mrke possible
the acquisiticn by the City of the water Sfroat and the riparian
ri hia nopurisncnt teretv for th.: purposes merntlone., anl as s
token and assurenco thut the vity of «auke nn o its redsreson=

tative citi.ens are pledged in Jood :aith to tho carrvin; out
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Exhibit C
KNOW ALL MEI! 3¥Y THRESE FRUSZNTS trhat North Snore
Coxe & Crnemical Company, a Delaware corncration (rerein-
aiter calleld tre "Cnemicel Comcany"), for and in considera-
tion of tre sum »f Cne Dollar (31.00) and other good arnd
valuacle conslderations, recelrt or vrlicn Lis herevy acknow-
ledzed, ras zsranted, cvargained, sold, conveyed, assigned,
transferred and set over, and does hereby grant, bargain,
sell, convey, assiz~, transfer and cel over unto Nortn Snore
Gae Comsany, an Illinois cosrooration (hereinafter called the
"Gas Company"), all of the right, title and intereet of the
Chemical Comzany in and to its business, orccerties and
contracty and otrer ri.nts (except certaln zhares of stnix,
cash and indettedness to be retalned oy tne Cremical Ccmpany
as hereinzfter nentinneld), includin. particularly, btut not
by way <f limlitati~n, 2ll of tne followlng vroperty owred
0y the Chemical Company, to-wit:
I.
Real estate, tozether with the bulldings,

structures, erections and constructione thereon

and all and singular the tenements, hereditaments,

reversions, remainders, rignts and orivileges,

and aonurtenances trereto pelon.ing or in any

way anpertaining; lesses a~ld leasencllds, chattels

real, easements, rigits-of-way, licenses, and
equitadle interests and other interests in real

i e e S R
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estate; and franchises, permits, rights and
powers of every kxind and description.

I1.

Personal and mixed zroverty of every kind
and character and descriotion, whatsoever and
wheresoever situated, includin: carticularly out
nct oy way of limitatlon, tre sy-praducts coke
oven tlant of tne Crexical Comnany, machlinery,
tools, apparatus, facilities, aprliances, instru-
zents and equlipment in any way appertainling to such
plant, including varticularly but not exclusively
all coke ovene, coke bins, coal cers, coke cars,
susner ma2chi-nes, mirers, ccar-n27dling machinery,
cun--“a*dlin" TEeninery, silaacers, slorage faclli-
ties, ccke-crusning and conveyin: and/or elevating
equiome~n, mixer oias, belts, engines, pumps, tanks,
querichiing statliong, 3tilllns zasine, coke-cooling
a»naratus, uo\,&., wrarves, feeders, screens, crushers,
lczlding 203 loading equicment, zas-treating az-
nLIGTHC, :af and ammonla ctuisge faclllitiec, volilers,
wing, woter supply equisment, electric wiring, yard
SW;tbh tracks, coal tracke, sewers, drains, punkers,
cirenes, service oulldinge, cffices, warehousee zand
mechine shozs.

)()-

III.

Cash (except as hereinafter provided), bonle,
shares of stcex l(except as nereinafter provided),
obli<atione and other securities; accounts and otills
recelvaple, Jjudgments and choses in ac¢tlon; machinery,
appliances, gools, wares, merchandlise, commodities,
eQuioment, agparatus, materials and supplies; tTrucks,
. automoblles and automotive transcortation equioprent;
and all gzas, o0il and other minerals now or hereafter
existing uoon, within or under any of the real estate
lescrited in the orecedins Clazuse I hereof.

Iv.
Contracts for the :urchase and sale of materials,

supplies, equinment and products of the Chem-
ical Company, and all other contracts and




alglei s L.

htse of the Chemicsl Company, including particu-
1y Tut not by way »f limitatisn (a) Agreement
dated February 1, 1233 tetwe:n tre Jremical Com-
nany and Plckands .Latner and Ccmpeny, a vyarthner-
ship, as amended, (b) Agreement cdated January %2,
1928, between the Chemical Company and The Barrett
Company, as amended, (¢) Azreement dated Decembe
12, 1332, be<tween the Cnenlcal Conmany and Willlam
H. Lewis, of Colcezo, Zllinote, s am:nded, (&)
Agrecment dated Auzust 14, los2l, between the Cnexn
cal Company and Weukcgan Coal an zy-rProducts Jnion.

_4.-‘

*s it

i

V.

Fire, prozerty damage, »nubltc liagbllity and
other 1in su*"e.'c,‘= carrizd by tae Caenlcal Company.

VI.

The good will of the Chemical Compeny, includ-
ing particularly but not by way <2f limi<atiosn, tne
1ist of customers of T..@ Cf@:‘cal Comparny, anu its
trade-narrs and trade names, 1t teing intended tnat
the property and businegs shall be transferred and
conveyed as a golng concern.

Anything herein to the cmntrary notwithstanding,

however, the Chemical Company shall retain all of 1its right,

titld?Qnd interest in and to the followling property, which 1le

@

not gfanted, bargained, sold, conveyed, assigned, transferred

or set over unto the Gas Company by thls instrument, namcely:

(a) The shares of carital stock of North
C ntinsnt liines, Inc., and Trhe 3. W. Shettuch
Chemical Company, owaed oy tne C.uemlical Company;

-3
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() The sum of 345,C0C in casi;

(¢c) Tze indebtedness owed ty ljorth Continent
i.ines, Inc. to the Chemical Company, amounting at
July 31, 1541, to $233,756.€2, and the indebtedness
owed ty The S. W. Shattuck Chemicel Company to the
Chenlcel Jommany, amountling at July 21, 1941, to
$109,622,42.

TO HAVE AND TO HOLD all of the right, title and
interest of the Chemical Company 1n and to 1its business,
properties and contract and other rlcnts of every kind and
character granted, bargalned, sold, conveyed, assigned,
transferred and set over by this instrument unto the Gas
Company &nd 1its successors and zgsigns Torever.

IT is understood that all of trne right, title and
interest of the Chemical Company 1n and to its busilness,
propertles and contract and cther ri.nts of every kind and
description granted, bargained, sold, conveyed, asslgned,
transferred and set over by this instrument, 18 granted,
bargained, sold, conveyed, assignecd, transferred and set
over aéb;ect to all liens, claims and charges thereon.

| The Gas Company shall and nereby assumes all
liabilities and obligations of every ki.d and cheracter of
the Chemical Company accrued to or existing on the date
hereof, including income and excess proflits taxes wlth respect

to income of the Chemical Company to tne date hereof. The Gas

Company snall and hereby assumes all of the obligations of the
' -4




Chemical

from the

A. Baehr.

1941, of

Continent

Company under that certain deed dated March 14, 1927,

Zlgin, Jollet and _astern Rallway Company to William

Thies instrument ls executed and delivered pursuant

to, In consummation of, and suzject t2 all of the terms and

conditions of the Plan of Reorganization dated November 1,

the Gag Company, the Chemical Company and North

m

Utlilitles Corporation.,

-ne seld Plan provides

that 1t ig to be made effectlve as of Lay 31, 194l1.

IN WITNZSS WHERZOF, North Shore Coke & Chemical

Company and llorth Shors Gas Company have each caused this

ingtrument tc te executed in 1ts name and benalf by its

t Presgldent or Vice President and by 1ts Secretary or an

Assistant Secretary, and 1ts corporate seal to te hereunto

affixed and attested by itas Secretary or an Asslstant Sec-

L: retary, all on the 2J%day of December, 1941.

. s

S
ATTEBQ;
4

NORTH SHORE COKz & CHEMICAL COMPANY

by Heallin o /3. re

et President

by ‘Qij/}}azrvfi
(a2~

A Fpnt

/_Aeegf Secretary

ATTEST:

L ézlekﬁ;umvu,/f?./éauafﬁix

NORTH SHORE &

Secretary

o O i

Qs President

by ZZ/Q;Z;g;kzza./fﬂ

Secretary

SBecretary




STATE OF ILLINCIS )
) ss-
COUNTY OF C 0 0 K )

. ot el -

I, LI , a Notary Purlic
in end Jor s£id Teouniy, in the :ttate afsressld, DO HEREZRY
JERIifY, tnet on tnle dpv vwersconellyr snceared tefcore me

. - —
_ h/[;J__/M 5 A Er7 1 enc Y g e '
Tersonally Znown TO me 10 oe e V.ce President end Xl

Secretary, respectively, >f NCRTE SHORE COKE & CHEMICAL COMPANY,

¢ corporation, and nerscnelly krown to me to be the same persons
whose naimes ave sucscritad To the foregoing instrument as such
officers, respectively, and scxnowvledged that they signed,

sealed and Jellivared caid instrument as thelr free end voluntary
act as Suchkﬁag President and Hss 7 Secretary, respectively,
end a8 the free znd voluntary act of said NCRTH SHCRE COKE &

CHEVICAL COMPANY, for the uses and Durpoces thereln set fortr.

IN WITHESS WHEZRECF, I nave nareunto set my hand and
affixed my Notarlel 3Zeel this&ngLdey of Tecemve 1941,

i D

y Publict, Cook County, Illinois
My /Commiesion exvires _ __

SIATE OF ILLINCIS

CCUNTY Crr C 0 QK
I, O , a Noteary Public
in 2nd for said County, 1n the State aforesald, DU HEREBY

CERTIFY that s5n this dey wversonally apnesred before m
AV i riren BB s,

personally krnown to me to be the [,.g President end
Secretary, respectively, of NORTH SHCRE GAS COMPANY, s corpora-
tion, and personally known to me o be the same persoas whosee
name®, are subscribed to the foregoing instrument as such officers,
respectively, r~nd acknowledzed thet they signed, sealed and de-
liyered seld instrument as thelr free and voluntary act as such

c& President and __—— -~ Secretary, respectively, and as
the free and voluntsry act of said NORTH SHORE GAS CCIPANY, for
the uses and purposes therein set forth,

IN ¥ITNESS WHEREOF, I have hereunto set my hand and
effixed my Notarial Seal thri 8,7,2 —ay of LCecembey, 1541.

Ay Publl ok County, Illinois
ommnlesion expires -




LE8T OF PERSONAL PROPERTY TRANSFERRLD BY THE CHEMICAL

COMPANY TO THE GAS COMPANY

Iavestmenta - Stock - First National Bank of Waukegan ..$ 700.0C
Caah:
Managers' Fund C e e e e b e e e e e e e e e e 2,6258.11
Paymssters' AGcouns . . . . . . 4 . e . e e 0w . 1,000,
Petty Cash Funds G h e e e e e e e e e e e e e e 94, 9t
Aocounts Rsoeivabdle:
Treade . ., . . . e e
Affi1liated Oolpanicnx
Oreat Northern Utilities Company . . . . . 168.0C
North Shore Coke & Chemiocal Company (onlh nc1a for
ageount of Nerth Shore Jas Cowpany ) . . . . . ., . 31,782,861
Miscellaneous . . . . . o v ¢ ¢ 4 o s s 4 b e a0 e 71,21
Inventories!
Residuals Sn stoock - Coke - Over Plant . . . .« +. 80,1181

Manufasturing materials and supplies - Con-0vn let 374,979, 6
Misoellaneous stook - Qoke~Oven Plamt . . . . . . . . . 6,015 8

Deferred Charges:
Prepaid Insuranse . . . 2,074,.2
Expens® in re Flan of Rnrguunnon. e e e s s s . s . 28,411.4

Cash in Clesed Banks)
uuom nuom Bank-Superintendent's Ascowat . . . . 3,287.7

* ~Paymastar's Aeceunvr . . . . . . 380,3
. s * -Gemsral Tuad . . . . 136.4
% Batienal Bank -Vaukegan (l\onrutu rund) e 310.1
Iate Ghligations!
8 Payable te Nerth Shore Coke and Chemioal
Company . . . . . ©09,608.¢2

Mf-t“ Oredit - Portion of Profit on Jeint

Firet Nertgage Bends resoquired and held 1ia

Sressury, ¢laimebdle by Berth Shere Jcke and

Chonisal CGoempany . . . . . . e 4,987, C
Deferred sredit - G‘Lomn. nemt - lu-pr (Cuh

transferred frem Nerth Bhore Coke & Chemical

COBPARY) . . . . . s i e e h e e e e e e e e e e . 291,835,

TOTAL §9e8 171,



LAND, BUILDINGS, STRUCTURKS, MACNINERY
AND EQUYPMANY OF THE CKEMICAL 00K~
PANY TRANSTERRLD 70 THE GAS COMPANY
BOOK VALUKES AS OF DATE OF TRANSFIR

Land S
Tlassification Asogat
Land $ 17,347. 70
Poeks, Trasks, Readway and Pences 348,716.18
Coke Handl ing Styruetures 18,201,.97
By-Froducts Buildings 5, ™M.1
Power Plant Buildings 98,718.4
General Offioe Buildings 83,788.0
Mashine Shop 18,310.73
Serviee Buildings 13,347.07
Niseellanseus Strustures 138.00
Yater Supply Bystea 43, 996,22
Ceke Ovens — 144,100,068
Tetal $1,989,833.04
YaahlaeTy and Rauineenl
Ieiler and Doller P1aat Equipaecat $ 208,879.0¢4
) Fover RRuipmeat l41,9%.17
~¥. Naas Bquipasnst 113,018.69
. Randling Equipment 188,237.88
g Baadling Equipsens 346,787,858
. tien Equipeeat 29,238.33
Bp-Producsts Equipeent 12,000.49
0ffiee Furaiture and Aquipment 17,048.63
Automsdile Bguipment 3,400,889
Neohine Rep Equipaent 9,308.98
Laderatery Equipment 13,901.08
Nisoellansous Equipment 20,383.38

Servies Duildiag Equipment

Total '11’.'5'6713"3_

Total land, buildings and streetures §1,939,083.54
Total mashinery and squipment
Orand Sotal , 084,087,353



£3_ASSUMED BY X SORE cour
¥ CONNEGTION Wi YY)

Asoounts Payabdble:
¥7illiam A, Bashr Organisation, Ine. (an affiliave...$ 1,290.19
oth".-l'...‘.ll'........l'l.c.ll'l...'lc. ------- L ) b‘Wl“

Agerued s‘l"t.. and 'q.'l...'...0‘..'!0.!..-".-'.0. 9.919."

Agserued Taxes:
“”m...l..l.......l.l.'!.l'l...ll.ll.I..l.Q..li.. 27.“.“

Retalloers' Ooeupational TaAX®B. .. tvcocsccssnsssanans 199.62

Federal and S%te Unemployment IASurans€.....covcese 2,149.69

Toderal 014 Age Benefi8....cccsvcereoccotranscscaans 583,32

'“.“1 Imol‘...-.-....-.-u....-....-.--..-.....-. bl.?“.“
Reserves!

Unoolleetidle AGOOMNTE s ccereoscsvessroscrsvssssernnas 725,34

Less on Depesits 10 Olosed Bamke......c.ccvveecnrans 4,064.58

Inter-Company OBligatiens:
Izvestasnt - North Shore Ceks and Chemisal OOIpan:
Debentures (Prineipal smsuat §1,583,700.00),....... 1,838,189, 00°
Unamortised dedt diseocunt and expenss - *B°,........ 47,811,000
Interest receivadle - Nerth shers Ceke and Chemisal

m’ DODGATEI®S. .. seestsestrsascncsasnervrsina B.!B‘E

Coupany t¢ ths Ses Company in erder ts furmiaix

wl bWy shiek the Ohemical Cempany paid %o the Gas

38 one=third 11ability em the cutstanding Joing
Douds, The Dedeatures vere cancelled dy the Gas Cempaay
12 SsRRetion vith the Syaasfer of ths preperticss. Hew
over, e Jas Cempany teek the properties subjeet % the
Jeint Nerigage. The mertigage iteelf was net remeved dy
the traasfer But by an independeas s99p in the Plan which
Bight oF might et have essurred,

TOTAL $1,718,687. 02
*Set: The Dedeatures of WMe Chemical Company were lssued By W
Chemisal
s nediwm
Oompeny



sTATE OF ILLINOIS )

) sa,
SOUNTY OP C O O K )

1LOUIS 8. HARDIN, being first duly svora, de-
poses and idays thas he 1z a member of the firm of Pasm,
Rurd & Relchmenn, AStorneys at Law, with offices at £31
3outh Ls3alle Street, Chieago, Illinois; that Messrs,
Pan, Rurd & Relobmana repredented North Contineat
Utilisies Corporations, North Shore Gas Company (hereis-
After oalled the ‘Gas Cempany") and Nerth Shore Jeks &
Chemiesl Company (bereinafter called the "Chemisal Con-
reny®) 1n connectioa vitk the reerganisatiea of the Oas
Company and the Chemisal Company pursuant te aa oerder
sntered By ths Sequrities and Kxshange Ceamission oa
November 13, 1541, in preceedings before said Cemmission
ander the Publie Utility Helding Company Act of 1938, Ne,
84=32; that 1fflant had general superviasioa of the legal

details rela'ing %0 the preparatioa and eonsummation of
sald Plan of eerganisation,

Affiat further states that said 2lan eof Reer-
Wmisatien waifinally earvied inte effect en Descubder
S 1041; thaleriginally 1% had beea intended that said
P of Reargsization sheuld be sarried inte effeet pri-

oFy Wat $im dut that dus % the happenings st Pearl
";3‘ a Desotgr 7, 1541, and the demoraliszing effeet
.

S 1003408 ypea Yhe s00uPLtiee markets, 1% was i~
POSSY( 30 Bt out the Plan at an earlier date; that
a8 8 9g g of & happenings at Pearl Harder, 1% was
‘o W0 558 ninute % revamp and alter maay of
o« WALV g0l preqgiens of the Plan of Reerganisatien,
% %ras aad provisieas of the new
% of W Gas Cempany isswed in eeamestion
Anfusd the 0ld Jeint Boads of the Gas
4'3?"‘"“"”““"‘"' mlﬁonvﬂ:um
st Slea wiis smwrities required last-ainute appreval
".:"’ of b Seourities and Emeheage Commissisa dut alse
oty 111080 Commeree Oonmiseion; and that duwring e
e of Dember, in which the Plan of Resrganisatien
m'utu;-u-utu. 1% vas nesessary to verk uader
2ights .:munh pressure, asesssitating werkiag daye,

days, iz order That the Flaa ERigAt be s¥e-
0008v11y gried 30 o conelusioea.

elesy Afisat further states thal in semnesfion with the

m"ll. NN stanps wvere affixed 9 We Rov Bends and

Purpe vilel %ePe 1ssued 1a the reergaaisation for refwading

““.:“o &4 vere lirewise affixed 56 Whe steek Deeks ia

o 163 vith Wmo 1aomanse of 87,041 shares of the new
Bares of me Gas Company shied vere issued in eeo-



siferation of the acquisition by he Gas Oompany of the
properties and business of the Chexical Company.,

Affilant further atates, however, that abeut twe
veeks ago, for the first time, his attention was called
t~ *he fac% that ¥r, Joldsatine, & Tevenue Avent of the
Internal Aevenue Departmen$, was contending that the iaa
Company had falled and neglected %o affix and eaneel ocer-
tain revenue stamps which should have Deen affixed and
cancelled ‘n conneoti-n =ith oertain parta of the Flan
of Reorganissation, as follews!

1, Original issuance sSamps on the iseue of
77,314 of the new Commen Sbares of the
Gas Company issued upon the resapitalizae~
tion of the Gas lompany.

2, Transfer stamps on the transfer of saild
57,041 nev Commen Shares of the Gas Com=
pany froa the Chemical Company %o the
holders of the sld Preferred 3toak of the
Chemical Company and the holders of the
old Preferred Stook of the Gas Company.

3, Transfer stamps on the deed of sonveyanes
frem the Gas Company te the Chemical Com-
PaAY.

Affiant states that he has ne reeellection at
this tine of haviag prior te this time eenaidered the
gesity of affixiag and cancelling revenns stamps in
tioa with the transactions meationed under pars-
S aad 3 abeve, The necessity of affixiang and
julling revenue stamps in cemnessiocn with the Srans-
o mentioned wnder paragraph 1 was eonsidered at
the tine and 1% was deternined that Bo stamps were re-

quired,

Upen further considerstion of saild transsstions
a8 thig Sime, 1t seems t0 affiant thatl reveane Sransfer
stamps sheuld de affixed and caneelled in sennestion with
the coaveyanse of real estate frea the das Company %o the
Chenical Company; that transfer stamps should likewise de
affized in eenncetion with the Srunsfer of said 87,04
new Oas Company Cemmea Rares from the Chemisal Cempeny
9 the Preferred Steekheléers of the Chemieal Company
and the Preferred Steekhelders of the Gas Jempaay; hew=
ever, that ne stamps are required ia eemneetion with the
original issuanees of said 77,314 nev Commea Shares of the

Gas Company.
In any evenst, affiant states that She failure

-



to caneel and affix stamps in cennsetion with satd
transactions, if stamps are in fao$ required, was due
entirely te inacvertense and not to aa iantentien in

any manner %o deprive the United Jtates of any amouatls
dus in ocomneotion therewisth., Affiant further alleges,
in Justifieation for such inadverteat omission, 1if
stamps are ‘n fast required, that the entire transac-
tione were carried into effest under cxtreme and unusual
preesure. I[n addition, sinee the plan was earrisd inte
effect the firm of Messrs., Pam, Hurd & Relehmana has
Deen engaged %o s large extent in legal work relaging,
diracily or indirectly, to the war effort, amd, due %o
less and change from time %0 time in personnsl, the
fira has continuously been workiamg wndsr great preasurs,
zhieh has made 1t impossible t0 review ¢arefully the
transaotions which have been ocompleted in the manmer
whioh would erdinarily be dcne in normal times.

Further affiant saith aot,

—ouis 8, Hardin

Subserided and sweras %
ne, Wis 1850 day
‘m.] ) 1“‘.

—‘“i:'af,"!“-ﬁ‘u—-—

Ky eommission expires
RN <15 -5 DU - 1 I

(SEAL)
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NCRTE SHCRT CIXZI « TazZMIC:il COMPANY, a
corporaticn of tiie ztate of Zelagware, for and in con-
stderation of the suz of "rne Tollar ($1.00) and other
gcod and valuable conslderaticns, receipt of which is
hereby acknowledwed, does hereby grant, bargain, sell,
ccavey and ~ult-claln to NCRTE ZHIRE GAS CONMPANY, an
Illinois corporatiin, the f.l.>v._ng described real
estate, tcoc-wit:

Commencing at the southwest corner of
the northwest cuarter of Section Twenty-two
(22), Townsnrlip rForty-five (45) north, Range
Twelve (12) east of the Trnird Principal eridian,
Wausegan Townenip, Lake County, Illinois; thence
northeasterly, making a northeast angle of eighty-
nine dezrees and twventy-nine minutee (89° 29¢)
with the east and west center line of sald Section
Twenty-two (22), to a »oint ¢n the north line of
City Street, sixty-six (-c, feet from, measured
at right angles, the east and west center line
of sald Secticn Twenty-two (22): thence east with
and along the north line of said City Street,
parallel to the east and wegt center line of sald
secti.n Twenty-two (22), five hundred eighty-five
and talrty-seven one-nundredths (585,37) feet to
a poiat on the northwesterly line of larbor Street;
thence northeasterly, with and alongz said north-
weaterly line of Harbor Street and making a north-
easterly angle ol seventy-five degrees, twelve
minutes and ten seconds (75° 12' 10") with last
descrived course exTended east one nundred nine-
teen and forty-taree one-hundredths (119.43) feet

iﬂé:% %0 a point; thence east, parallel to and one

hundred esighty-one and forty-seven one-hundredths
(181.,47) feet from, measured at right angles,

the sald center line of Section Twenty-two (22).
three hundred seventy-tnree and sixty-one one-
hundredths (373.61) feet to a point: tnence
northeasterly, making a northeasterly angle of
.91xty degrees, one ainute and fifteen seconds

(60° 1' 15") wita last described course extended
east four hundred seventeen and forty-rour one-
hundredths (417.44) feet to the point of beginning;
thence eust 2arsilel to, and five hunéred forty-
three and six one-hundredths (543.06) feet from,
measured at right anglee, the sald center line of
Section Twenty-two (22), and making a southeasterly



-
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anile cf one hundred nineteen de.reees, fifty-elght
sinutes and forty-ITive seccnds {(119° 55' 4¢5")

with last descrioced ccurse, thlrteen hundred elghty-
nine and forty-nine one-~l.rdredtns (1389.49) feet,
more or less, to a 20int on the shore line of

Leke ¥ichlgan, (this course to be known ss the
first course,: -nence northwesterly, witn and

slong sall snore lize ts an intersecti.n with a
lire runrning perallel wita and one-tacusand four
hundred and twenty (1420, feet north of, ceasured
&t right angles, tne south line of thne oroperty
hereby conveyed, ceing the said firest course,

itals course slong sald snore line to cte xnown s
the seconrnd course;, sall srnore line being acproxi-
mately as fol.ows, runaning northerly and making

a ncrtawesterly angle gr elghty-eight degrees and
fifty-rive minutes (o8~ 55') with eald first
course, one hundred seventy- nine andéd sixteen
one-r.undredtne (179.15) feet to a point; thence
northeesterly, continuln: slong eald shore line

ané making a nortaeasterly angle of four degrees,
fifty-nine minutes and fifteen seconds (4° 53' 15")
with last described course extended northerly six
hundred seventy-five and five-tenths (£75,5) feet
to & polint; trence continulng northeasterly, with
and slonx saié srore line »né maxinag & northeasterly
angle of four decrees, fifty-two minutes and
forty-rive seconés (4° 52' 45") with last described
courge extended northerly, five hundred seventy-
three and sixty-seven one-hundredtns (573.67) feet
to a point, t(end of descrivtion of snore line):
taence west, itwelve nunired [{lity and toirty-nine
one-nundrecdtns (1£50.29) feet to a polint, (tnle
gourse to be known as tre thnird coursej), tne last
descrioed course also veilng parsllel to and one
thousand four hundred twenty (1420) feet north

of, measured at right anglee, the south line of
property herein described; thence southwesterly,
making a scutheasterl, angle or one hundred
degrees, talrty-one minutes and trirty-slx seconds
(100° 31' 36") with last descrited course, (being
the sald taird course,, one thoueand four hunéred
toirty and tvo-tentns (1430.2) feet to a point,
(this course tc be xn:-wn &s tnhe fourth courese);
tnence ccntinuln., southwesterl, and making a )
southwesterly angle of nineteen degrees, twenty-seven
minutes and nine-seconds (19° 27' 9") with last
described course extended southerly, (velng tre
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fourth course), sixteen snd three one-hundredths
(16,03) feet to tre point of teginning, (this
course to be known as the fifth course), said
tract contalning forty-two and twenty-four one-
hundredthe (42.24) acres, more or less, together
with all sccreticns thereto and the riparian
righte appurtenent thereto, but exclusive of the
rellroed tracss of the Eigin, Joliet and Zastern
Rallway Company upon ssid premises, as to the
materials thereof;

The foregoing trect 1s conveyed subject to zoning
and building ordinences, the existing chennel
acroes said premises, and to all the terme, con-
ditions and covenants contained in the certain
deed of Elgin, Jolliet and Eastern Railroad Com-
pany dated March 14, 1927 (recorded March 16,
1927, in the office of the Recorder of Deeds of
Lske County, Illinois, in Book 262 of Deeds, page
610, as Document iio, 285,717), ccnveying sald
premises to Williasm A, Baehr, the obligatione
thereof the North Shore Coke & Chemical Company
(& Delaware corporstion) assumed as grantee in
the certain deed of said William A, Baehr and
Mgbel S, Baehr, his wife, dated Msrch 14, 1927,
(recorded Merch 16, 1927, in the office of the
Recorder of Deeds of Lake County, Illinois, in
Book 262 of Deeds, page 608, es Document No,
2965,716) as modified or discharged by (i) a cer-
tain deed from gaid corporation-to the City of
Weukegsn, Illinois, dated Octcber 27, 1927 (re-
. "corded April 22, 1929, in the office of the
,§:"'ﬁncorder of Ceeds of Leke County, Illinois, in
e Book 3386 of Deeds, page 582, as Document No.
335280) conveying a strip of land one hundred
- (100) feet in width across esaid property; (ii) a
certein deed from the City of Waukegan, Illinols,
to said corporaticn, deted July 30, 1935 (recorded
July 31, 1935 in the office of the HRecorder of
Deeds of Lake County, Illinoils, in Boock 413 of
Deeds, page 277 as Document No, 415306) reconvey-
ing the said strip of lend one hundred (100) feet
in width to the Coke Company, and (11i) a certain
deed from snid corovorstion to the City of Waukegsn,
Illinois, dated July 31, 1945 (recorded August 2,
1935, in the office of the Recorder of Deeds of
Leske County, Illinois, in Book 413 of Deeds, page
288, as Document No, 415,382) conveying a perpetual
easenment to the City of Waukegsn to meintsin end
use a roadway on and slong a strip of land fifty
(50) feet in width scross the above described
premises;
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together with the bulldings, structures, ersctions
and cons ructlcns on the above described real estate,
ard all and singular the tenements, hereditaments
and appurtenances thereto celonging or in any way
appertalnling.

IN WITNEZ3 WHEZREQOF, NORTH SHORE CCKE & CHEMI-
CAL CCUMPANY has ceaused tniis Instrument to be executed
by 1ts Vice-Preslident thereunto duly authorized, and
its corporate seal to be affixed, and attested by

1te Secretary, as of the 22 day
of Decemoer, 1941,

L ilhe,
S ars e, NORTH SHORE CO CHEMICAL COMPANY
f':.’ (\_\::'\' S 1;__'
FieS e - e % By CEE? (4? y¢44;3:;;—~
x. ATTLISTe X Vice-President
- ( d i & -

{\N LS

,‘.

Craut Secretary _ :

STATE OF ILLINOIS )
) 88,
COUNTY OF COOK )

I, , & Notary
Public in and for said County, in the State aforesald,

40 hereby certify thafron this day personally acpeared
cefo me A. and
(EX _ _ _ , perscnally known

to me to be tne Vice-President and e
jeretary, respectively of NCRTH SHORE COKE & CnmEMICAL
ANY, & corporatisn, and personally known to me to

be the same persons whose names are subscribed to the
foregoing instrument as such officers, respectively,
and acknowledged that they signed, sealed and delivered
sald instrument as tneir free and voluntary act as such
[ L E President and —mm— Secretary, respec-
tively, and as the free and voluntary act of said NORTH
SHORE COKE & CHEEMICAL COMPANY, for the uees and purposes
therein set forth.

IN WITNESS WHESECF, i have_hereunto set my hand and

“01'40’_ arfixed my notarial seal IZL day of Decemoer, 1941.

ary Public
Cook County, Illinois

My Commission Expires:




NORTH SHORE GAS COMPANY Exhibit E
NORTH SHORE COKE & CHEMICAL COMPANY
NORTH CONTINENT UTILITIES CORPORATION

PLAN OF REORGANIZATION.

Pert 1.
INTRODUCTION AND STATHEMENT OF PURPOSES

A. The Applicents.

North Shore Gas Company (hereinafter referred to as the “Gas Cowpii>"", an Illinois corporation
organised July 13, 1908, is a public utility operating company serving with 1. .ufactured gas the commu-
nities located along the shore of Lake Michigan from the southern boundary of Winnetka to the Illinois-
Wisconsin State Line and other communities and rural districts to the west thereof.

North Shore Coke & Chemical Company (hereinafter referred to as the “Chemical Company™), a Dels.
ware corporation organised Janvary 17, 1927, owns & coke oven plant located at Waukegan, Illinois, and s
engaged in the production of coke and gas and other related products. The gas manufactured by the
Chemical Company for sale is sold to the Ges Company under a gas supply contract between the Gas
Company and the Chemical Company dated February 17, 1927, as amended by supplemental agreements
dated December 12, 1936, and June 1, 1938, respectively.

The Ges Company and the Chemical Company (bereinzfter sometimes referred to collectively as the
“Counstituent Companies™) sre subsidiaries of North Continext Utilities Corporation (hereinafter referred to
as “North Continent”), s Delaware corporstion organized November 3, 1922, which is a registered holding
company under the Public Utility Holding Company Act of 1935 (bereinafter referred to as the “Holding
Company Act”). North Continent, the Gas Company and the Chemical Company are bersinafter sometimes
called the “Applicants.”

This Plan was submitted by the Applicants to the Securities and Exchange Commismion for its ap-
proval under the Holding Company Act, pursuant to an application filed therefor (file number 54-32),
and the sccompanying report of the Securities and Exchange Commission should be read in comnection
herewith.

B. Outstending Secwrities of the Constituent Compenies end Asserted Cleims.
Skcrion 1. The outstanding securities of the Gas Company, at May 31, 1941, consisted of the following:

Amenst Ovasd Ameuns Ovesd Amenst Owned
Thls of Jome e udl [ Copezy Gl
Joint First Mortgage 4%
Bonds, Series A, due Jan-
uary 1, 1942° $4,795,000* ~ $4,604,000* $191.000* None

7% Commlstive Preferred
Stock, $100 pes valus (-

titled %0 SPNE por share

and sccrued on T~

liquidation; sedesmable at

$110 per share snd ac

croed dividends) 27,956 Shares 27,319 Shares None 637 Shares

Common Stock, $25 per

valus 120,000 shares None Nose 120,000 shares*®*
*Harclaafter referred 10 a0 the “Jeimt Beads™. Fer of the Cae Cmvii:mhthhlnhh
we Sectism 4 &.Ilyll.l“l.ll-dy. Jlb 1941, the Ges swrrendered for cancailation
942000 n of the §191,000 amount of Jeint Bends owned by &t as abeve mentioned, o
thet as of LD‘I. m.ﬁmh amount of Jeint Bends omtmanding, of which $4,604,000
ia principel amount were ewned by ﬂldmhpﬁﬂmmdhb&-m.



Holders of shares of capital stock of the Gas Company, Preferred and Common, sre entitled to one
vote for each share held; and in elections for directors shareholders have the right to cumulate their
votes.

Interest on the Joint Bonds has been paid through the last matured interest payment date :July
1, 1941); retirements of principal have been made as required by the Indenture (hereinafter referred to)
under which the Joint Bonds were issued.

Full dividends on the Preferred Stock were paid through October 1, 1933; on January 2, April 2 and
July 2, 1934, partial dividends in the amount of 50¢ per share were paid so that in the year 1934 dividends
paid aggregated $1.50 per share; no dividends on the Preferred Stock have been paid since July 2, 1934.
Only two dividends have been paid on the Common Stock since January 1, 1917: $1.75 per share | aggregat-
ing $210,000) on June 25, 1931, and a like dividend on June 20, 1932, ‘

At May 31, 194], the accumulated and unpaid dividend arrearages on the 7% Cumulative Preferred
Stock amounted to $52.1624 per share, or a total of $1,458,371.33.

Annexed hereto, marked Exhibit A and Exhibit B, respectively, are a Balance Sheet of the Gas
Company at May 31, 1941, and a Condensed Income Account of the Gas Company for the calendar years
1928 to 1940, both included, and for the twelve-months period ended May 31, 1941.

Sgction 2. The outstanding securities of the Chemical Company, st May 31, 1941, consisted of the

following: A“:y Amoe
Ameousnt Owned 2 4
Ameust Ows- Owaed the
Titde of Lowwe rid Comgey Coatimet

Joint First Mortgage 4%
Bonds, Series A, due Jan- ‘
uary 1, 1942° ——  $4,795,000* $4,604,000° $ 191,000* None

Fiveyear 4% Debentures,
due January 1, 1942°_____ 1,597,700 Nooe 1,597,700* None

7% . Cumulative Preferred
Stock, $100 par value (en-
titled to $100 per sbare
and sccrued dividends on
liquidation; redeemable at

$110 per share and accrued
dividends) 15,000 shares 1,279 shares None 13,721 shares**
Common Stock, $1 par value 200,000 shares®*® 1,200 shares®** None 196,150 shares
*For the lisbility of the Chemical with to the Joint Bonds and the Debentures. see Section 4 The
Joint Boads referred to in this Section 2 are eame Joist Bonds referred to is Section 1. Since May 31, 194], namely,
as of July 1, 1941, the Ges Company swrrendered for camcellation $42,000 is amount of the $191,000 in principal
amount of Joint Bonds owned by it as abeve menticusd, 20 thst as of July 1, 1941, were $4,753,000 in pri amount
o(Jom&nbouM:gd'iﬂWhgd amoust were owned by the public and $149 in priacipal
amount were owned by Ges . Simce 31, 1941, the Chemical Company hes retired $14.000 in principal
Debeatures, 0 thet as of July 1, 194], there were $1,583,700 in peincipal amount of Debentures outstan and

"m‘hh—. wnder Indenture of Nerth Coatinent (mentioned in Section 3) securing the North
Continent Flam Lim Refunding, 534%, Gold Bonds, Series A, of which $3,491.000 principal amount are at

*o2650 of o 300,000 emtstanding shares bald in the tressury. 675 additional shares have been scquired by the
é :‘mhddhthmntmauhcwlulmm“dm

o

of 7% per snnum on the Preferred Stock were paid from July 1, 1927 to Jan-
uary 2, 1982 (dividend payments through July 2, 1928 were charged to capital as interest during construc-
tion, except that only two-thirds of the July 2, 1928 payment was so charged) ; partial dividends of $1.75

in 1984; no dividends were paid in 1933. Dividends in the full amount

the amount of $5.25 per share) and in Jamuary, 1987 (in the amount of §14.00 per share) in connection
3



with the refunding referred to Section 4 hereof: a dividend in the amount of $5.25 per share was paid
in Jupe, 1937; upon payment of the June, 1937 dividend all dividend srrearages were discharged by payment.
Partial dividends in the amount of $5 per share were paid in each of the years 1938 and 1939. On June
25, 1940, a partial dividend of $2.50 per share was paid, and no dividends have been paid since that date.
The only dividend paid on the Common Stock was a dividend in the amount of $20,000 (10 cents per
share) paid on April 1, 1930.

At May 31, 1941 the accumulated and unpaid dividend arrearages on the 7% Cumulative Preferred
Stock amounted to $11.4124 per share, or a total of $171,250.00.

Interest on the Debentures of the Chemical Company has been paid through the last matured interest
payment date (July 1, 1941); retirements of principal have been made as required by the Debenture
Agreement (hereinafter referred to) under which the Debentures were issued.

Annexed hereto, marked Exhibit C and Exhibit D, respectively, are a Balance Sheet of the Chemical
Company at May 31, 1941, and a Condensed Income Account of the Chemical Company for the period from
June 1 to December 31, 1928, for the calendar years 1929 to 1940, both included, and for the twelve-
months period ended May 31, 1941.

Szcrion 3. North Continent at the date hereof owns (a) all of the outstanding Common Stock and
637 shares (approximately 2.28% of the total) of the Preferred Stock of the Gas Company, and (b) 198,150
shares of Common Stock (in excess of 9% of the total) and 13,721 shares of the Preferred Stock (ap-
proximately 91.47% of the total) of the Chemical Company. All of the Common Stock of the Gas Com-
pany, and 12,500 shares of Preferred Stock of the Chemical Company, owned by North Continent, are
among the assets pledged under its Indenture, dated January 1, 1928, as collateral security for its out-
standing First Lien Collateral and Refunding, $4%, Gold Bonds, Series A, due January 1, 1948, of which
at May 31, 1941, $3,491,000 in principal amount were outstanding in the hands of the public and $329,500
in principal amount were held by North Continent in its treasury. City National Bank and Trust Company
of Chicago, s national banking association, is the Trustee under said Indenture of North Continent.

Szcrion 4. In the refunding of $3,855,000 principal amount of First Mortgage Five Per Cent
Gold Bonds, Series A, of the Ges Company, which matured February 1, 1937, the Ges Company and
the Chemical Company jointly issued $5,100,000 aggregate principal smount of the Joint Bonds dated
January 1, 1937 and maturing January 1, 1942 The Joint Bonds were issued under an Indenture of the
Constituent Companies to City Nationsl Bank end Trust Compeny of Chicago, Trustee, dated Janunary 1,
1937. Said Indenture constitutes a first mortgage (subject to tax and certain other liens and encumbrances)
on the real estate, plants, distributing systems and equipment of the Constituent Companies. The Joint
Bonds are the joint and several obligations of the Comstituent Companies and esch of the Constituent Com-
panies is fully liable to the holders of the Joint Bonds for the entire principal of and intsrest on the Joint
Bonds. As of May 1, 1941, City Naticnal Bank and Trust Company of Chicago resigned as Trustee under said
Indenture and Continental Illinois Nsticnal Benk and Trust Company of Chicago was appointed and is now
acting as successor Trustee thereunder.

All of the procesds of the sale of the Joint Bonds were received by the Gas Company. Of such pro-
ceeds approximately eme-third was spplied by the Gas Company to the purchase by it from the Chemical
Company of the Juter’s Debentures in the original principal amount of $1,700,000, which were issved
in sccordance withh the provisicns of a Debenture Agreement, dsted January 1, 1937, entered into by and be-
tween the Chemiesl Compeny and City National Bank and Trust Compeny of Chicago, Trustee. Thus twe-
thirds of the procseds derived from the sale of the Joint Bonds was primarily for the benefit of the Ges
Company and one-third primarily for the benefit of the Chemical Company. Of its one-third of the proceeds,
the Chemical Company applied (s) approximately $1,400,000 to the redemption of its First Mortgage
Bonds, maturing March 1, 1947, then outstanding (which had to be called for redemption to permit the
Chemical Company to join in the issusnce of the Joint Bonds), and (b) $100,000 to part payment of the
coat of purchase and installstion of a producer (to increase the supply of gas to the Gas Company) at the
Chemical Company’s plant. As of May 1, 1941, City National Bank sand Trust Company of Chicago re-
signed as Trustee under said Debenture Agreement and Cootinental Nlinois National Bank and Trust Com-
pany of Chicago was sppointed and is now acting ss successor Trustee thereunder.



In connection with the issuance of the Joint Bonds, the Gas Company and the Chemical Company en.
tered into a written arrangement as to the manner in which, as between themselves only, provision should be
made for the psyment of the Joint Bonds. The Gas Company assumed the sole obligation upon the entire
issue of Joint Bonds and agreed to make all payments of interest and principal thereon; the Chem.
ical Company, by issuance of its Debentures and sale thereof to the Gas Company, obligated itself to pro-
vide the latter with funds to meet one-third of the interest and principal requirements of the Joint Bonds.
To that end, the Debentures of the Chemical Company mature at the same time, bear the same rate of interest
and carry a substantislly proportionate debt service fund as do the Joint Bonds. The arrangement
further provides that the Debentures cannot be disposed of in any manner by the Gas Company without the
written consent of the Chemical Company.

Section 5. In the proceedings before the Securities and Exchange Commission under the Holding
Company Act relating to the Plan, intervention was allowed by the Commission on behalf of a Com-
mittee representing holders of the Preferred Stock of the Gas Company (hereinafter called the “Preferred
Stockholders’ Committee™) consisting of the following persons, namely: John O. Guthrie, Chairman; Albert
W. Browne, Emmet Moroney, William Remy, Fred W. Stryker and Joseph B. Wilson (this Committee being
more fully described in the letter transmitting this Plan). In the proceedings, the Committee asserted
in behalf of the holders of the Preferred Stock of the Gas Company that said Preferred Stockholders or the
Gas Company had certain claims and rights against North Continent, the Chemical Company, William A.
Baehr Organization, Iac., a service company subsidiary of North Continent, and the officers and directors,
past and present, of said three corporations and of the Gas Company, growing out of or in connection with
(a) the organization of the Chemical Company, the gas supply contract between the Gas Company and the
Chemical Company hereinbefore mentioned and the price of gas between the two companies, (b) manage-
ment fees charged to the Gas Company by the William A. Baehr Organization (both before and after
incorporation), and (c) various other matters alleged to be to the detriment of the Gas Company, includ-
ing the issuance of certain bonds of the Gas Company in 1929 and 1931 and the disposition of the proceeds
thereof. The Preferred Stockholders’ Committee, in addition, contended in the proceedings for the applica:
tion of certain theories of valuation in determining the relative valuss of the properties of the Gas Com-
pany and the properties of the Chemical Company to be purchased by the Gas Company as mentioned in
Section 6(c), as bearing upon the proportion of new Common Shares of the Gas Company to be received
under the Plan by the holders of the presently outstanding shares of Preferred Stock of the Ges Company.

Intervention was also sllowed by the Commission on behalf of City National Bank and Trust Company
of Chicago, as Trustee under the Indenture of North Continent referred to in Section 3 (under which are
pledged, among other things, 12,500 of the shares of Preferred Stock of the Chemical Company). Said
Trustee in the proceedings coutested the claims and rights asserted by the Preferred Stockholders’ Committee.
The Trustee also in the procesdings comtended for the application of certain theories of valuation in the
determination of the relative values of the properties of the Gas Company and the properties of the Chemical
Company to be purchased by the Ges Compeny ss mentioned in Section 6(c), as bearing upon the pro-
portion of new Common Shares of the Ges Company to be recsived under the Plan by the Chemical
Company.

C. Pwrposss of the Plen.

Sectiont & The Plan is designed—
(a) to cdmplify the capital structure of the Gas Company so that it will have cutstanding but one class
" of dsek, sameely, new Common Shares;

(b) to distributs voting power fairly and equitably among the security holders of the Gas Company
in sccordance with the provisions of Section 11(b) (2) of the Holding Company Act;

(¢) to vest in the Gas Company all the right, title and interest of the Chemical Company in and to
the bosiness, properties, and contract and other rights, of every kind and charscter, of the Chemical
Company, other than the indebtedness and the shares of capital stock of North Continent Mines,
Inc. and of The S. W. Shattuck Chemical Company, hereinafter mentioned in Section 10, owned
by the Chemical Company, snd other than the sum of $45,000 in cash which will be retained and
disposed of by the Chemical Company as hercinafter provided in Section 10;
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(d) ss a pecessary incident to the matters referred to above, to settle, compromise and release the
claime and rights mentioned in Section 5;

(e) to refund the Joint Bonds by issuance of securities of the Gas Company alone;

(f) to liquidate and dissolve the Chemical Company upon refunding of the Joint Bonds; and

(g) to simplify the structure of the holding company system of which the Coastituent Companies
are a part.

Pert 11.

PROVISIONS OF THE PLAN

SectioN 7. The Plan involves three steps as set forth in Sections 8, 9 and 10 (see Section 14).

Section 8. Step 1. The charter of the Gas Company shall be amended so that the authorized cap-
italization of the Gas Company will consist of 150,000 shares, all of one class, of the par value of $15
per share (herein called “new Common Shares”). The presently issued and outstanding 27,319 shares of
Preferred Stock of the Gas Company (being all of said shares outstanding other than 637 shares thereof
owned by North Continent), including all accunrulated but unpaid dividends thereon and all other claims and
rights in connection therewith, shall be reclamified ss and exchanged for, in the aggregste, 77,314 new Com-
mon Shares. All the presently issued and outstanding shares of Common Stock, and said 637 shares of Pre-
ferred Stock, of the Gas Company held by North Continent (said shares of Common Stock being pledged
with the Trustee under the Indenture of North Continent as mentioned in Section 3) shall be surrendered
for cancellation. Upon the execution and filing of an appropriate amendment to the charter of the Gas
Company the holders of the presently outstanding Preferred Stock and Common Stock of the Gas Company
shall cease to be holders thereof, and the holders of said 27,319 shares of Preferred Stock shall become
holders of new Common Shares upon the basis hereinbefore mentioned.

Immedistely following the recapitalisation of the Gas Company, the Chemical Compeny shall sell,
transfer and assign to the Gas Company all of its right, title and interest in and to its business, properties,
and contract and other rights, of every kind and charscter, except as mentioned in Section 6(c), in exchange
for 57,041 new Common Shares of the Gas Company. The Gas Company shall take said business, propertics
and contract and other rights subject to all liens, claims and charges thereon, and shall assume all lis
bilities and obligations of every kind and character (other than the Debentures, and the interest thereon,
bersinafter mentioned) of the Chemical Company accrued to or existing on the date of transfer, including
income and excess profits tazes with respect to income of the Chemical Company to the date of transfer.
The Debentures of the Chemical Company owned by the Ges Company and the unpaid accrued interest
thereon (see Section 4) shall be canceled and the Ges Company alone shall refund the Joint Bonds (see
Section 9).

As hereinbefore mentioned and as will be noted from the table in Section 1, North Continent owne
637 shares of Preferred Stock of the Gas Company. These shares are not pledged under the Indenture of
North Coatinent (mentioned in Section 3). In order to assist in the working out of the Plan, and in considers-
tion of the settiement, compromise and relesse hereinafter provided for of the claims and rights mentioned
in Section 5, as agsimst the corporstions therein referred to (i) North Continent has agreed to, and shall,
surrender to the §as Campany for cancellstion, ss hereinbefore provided, said 637 shares of Preferred
Stock of the Ges Chmmpeny owned by North Continent, and (ii) North Coatinent and the Chemical Company
have agreed to, and shall, deliver or causs to be delivered pro rata to the holders (other than North
Coatinent) of the Preferred Stock of the Ges Compeany 4,643 of the 57,041 new Common Shares of the
Ges Company to be received by the Chemical Company as bereinbefore mentioned (ses Section 10(d) (iii) ).
Therefore, the holders of the outstanding shares of Preferred Stock of the Ges Company (other than North
Cootinent) will receive not only their pro rata interest in the 77,314 new Common Shares into which their
" shares of Preferred Stock are to be reclassified as bereinbefore mentioned, but also said 4,643 shares, or a
total of 81,957 new Common Shares of the Gas Company, constituting approximately 61% of the total
number of oew Common Shares to be outstanding upon consummation of the Plan, and being on the basis
of 3 new Common Shares for each share of Preferred Stock held.
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In addition, Mr. William A. Baebr (President, stockholder and a Director of North Continent and
of the Gas Company, President and a Director of the Chemical Company, and also, until recently, Presi-
dent and a Director of William A. Baehr Organization, Inc.) has agreed (i) to pay $2.50 per share in
cash to the bolders (other than North Continent) of the presently outstanding shares of Preferred Stock
of the Gas Company (and any escrow and other distribution expenses in conpection therewith), and (ii)
to distribute, pro rata, to and among such holders, through the medium of scrip certificates, 731 new
Common Shares to be received by him on account of 247 of the 347 shares of Preferred Stock of the Gas
Company owned by him and to pay any Federal transfer taxes in connection therewith. The payment
and distribution to stockholders will be made concurrently with the delivery to said holders of the new
Common Shares to be received by them upon the recapitalization of the Gas Company as hereinbefore
provided. Mr. Baehr has agreed to make the proposed payment and distribution in order to facilitate the
carrying out of the Plan and in consideration of the settlement, compromise and release, hereinafter pro-
vided for, of the claims and rights mentioned in Section S as against the officers and directors therein re-
ferred to. Mr. Baehr denies the validity of said claims and rights and of any alleged liability of himself,
or of any of said officers or directors, to the Gas Company or to the holders of its Preferred Stock.

Upon the consummation of Step 1, therefore, each holder (other than North Continent and other than
Mr. Baehr with respect to said 247 shares mentioned in the next preceding paragraph) of presently out-
standing shares of Preferred Stock of the Gas Company will receive, for each share of said stock, three
pew Common Shares of the Gas Company, scrip certificates (see Section 10(d) (iv)) for 741,27072 new
Common Shares, and $2.50 in cash.

The issues dealt with in the Plan, and particularly this Section 8 __ the determination of the rels.
tive values of the properties of the Gas Company and those of the Chemical Company to be acquired by
the Gas Company, and the consideration of the alleged claims and rights of the Gas Company and the hold-
ers of shares of its Preferred Stock mentioned in Section 5 — involve difficuit and complicated questions
of fact and law. The provisions of Step I reflect what is believed to be a reasonable overall settlement and
compromise of the conflicting views of the Applicants, the Preferred Stockholders’ Committee, and the
Trustee under the Indenture of North Continent on these questions. Consequently, upoa the consummation
of Step 1 the alleged claims and rights of the Gas Company and of the holders of shares of its Preferred
Stock against the corporations and persons mentioned in Section 5 shall be ipso facto released and dis-
charged. .

Szcrion 9. Step 2. Concurrently with or immediately following the carrying out of Step I as provided
in Section 8, the Gas Company will issue and sell its new first mortgage bonds and notes, and with the pro-
ceeds of such securities, together with other funds of the Gas Company, will retire the Joint Bonds by redemp-
tion before maturity at par and accrued interest or by payment (the Joint Bonds mature January 1, 1942).
It is contemplated that the new securities so to be issued and sold by the Gas Company will be substantially
as follows (subject to the provisions of the last paragraph of this Section 9):

1. $3,700,000 aggregste principal amount of First Mortgage Bonds to be dated approximately the
date of the issuance thereof, to bear interest at the rate of 4% per snnum, to mature twenty years
aftez dats and to be redesmable at par and accrued interest plus & premium graduated downward,
the imitial premium not to excesd 8% of principal. The new First Mortgage Bonds will be issued
under and sscured by s Trust Indenture coostituting a first mortgage liem upon the properties
(with certain exceptions) of the Ges Company (including properties to be scquired from the
Chamical Company). In-wlmdxhg&}mlndnmwdl.mdu.me&apmdc
substantially as follows:

(a) Boods may be issued under the Trust Indenture (in addition to the initial issue of $3,700,000)
from time to time against the deposit of cash, the retirement of previously outstanding bonds
(other than through operation of the debt service fund bereinafter mentioned or any sinking
or other similar fund) or the acquisition of bondable property (as defined in the Trust In-
denture) mhmd&%dbwm(um&ﬁuﬂ for, but not to

further provision

within two years
prior to the maturity of such retired bonds and bearing a rate of interest no higher than that




borne by such retired bonds) may be issued unless the net earnings (as defined in the Trust
Indenture) for a period of twelve consecutive calendar months within the fifteen calendar
months immediately preceding spplication for the authentication and delivery by the Trustee
of such additional bonds shall be at least equal to two and one-half times the interest require.
ments for one year on bonds then outstanding (other than bounds to be refunded) plus those
then applied for. Appropriate provisions will be contained in the Indenture for taking into
account ss earnings of the Gas Company, during the first fifteen months, earnings of the
Chemical Company or the properties thereof to be scquired by the Gas Company.

(b) Any additional bonds issued in accordance with the provisions outlined in subparagraph fa)
may be of the same series as the $3,700,000 principal amount of bonds initially issued. or
may be of other series. Bonds of other series shall bear such rate of interest, shall mature
at such date or dates, shall be entitled to the benefit of such sinking fund or funds, shall be re-
deemable at such prices, and shall contain such other provisions, as shall be determined by the
Board of Directors of the Gas Company prior to the issuance thereof.

{c) A debt service fund will be provided for the initial issue of $3,700,000 of bonds. This fund
will provide for semi-annual payments of $124,000, the initial payment to be made seven and
one-half years following the date of issuance of the bonds. Each such semi-sannual debt
service fund payment is to be used first for the payment of interest then due on the outstanding
bonds and the balance is to be applied to the retirement of bonds either by purchase at not to
exceed, or by redemption at, the then existing redemption price. The Indenture will contain
appropriate provisions for a proportionate increase in the amount of the semi-annual debt
service fund payments in the event of issuance of additional bonds of the initial series.

{d) In the Indenture the Company will covenant, among other things, to maintain its property
in good repair and to permit inspection of its property by an independent engineer, at the
request of the Trustee, from time to time, but only at intervals of not less than five years. In
addition, provisions will be contained in the Indanture to provide for the amnual deposit by
the Company with the Trustes, s & Deprecistion Fund, of an amount equal to the greater of
the following two amounts, namely:

(i) s sum equal to the amount of depreciation set up upon the bocks of the Company for
the preceding calendar year, or

(ii) the sum of $185,000 plus or minus 134 % of net property additions or net property retire-
ments, as the case may be, subsequent to the date of the mortgage.

Provisions will be contained whereby the Company may take credit against the amount so to
be deposited with the Trustes for sums expended (with certain exceptions or limitations) for
(1) construction or scquisition of bondable property (as defined), (2) retirement of the Serial
Notes hereinafter mentioned, and (3) retirement of First Mortgage Bonds. It will be provided
that credit for bondable property expenditures may be carried over for a period of not more
than five years as credits egainst subesquent payments due in sccordance with this covenant.
Provisions will be costained in the Indenture for the application of moneys in the Fund sub-
Mdbhh.lu-bpna&dnupmm

(e) mm&.mhhﬁumwmmmmydxﬂ&n& (other than stock
W)cmaqin(o&cthnbymforodmahm) any shares of
its capital stoell’ emsept out of surplus earnings arising subesquent to May 31, 1941.

2 $700,000 aggregats principel amount of Series Notes to be dated of even date with the new First
Mortgage Bonds and to mature §50,000 semi-annually beginning six months from the dats of issuance.
The Serial Notes shall bear interest st such rats or rates (the aversge rsts to be not more than
314% per susum) s, under market conditions at the time of sale, will permit such sale on the
most favorable terms to the Ges Company. They are to be issued under & Trust Agreement which
will, inter elia, in effect provide substantially as follows:
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(a) The issue of Serial Notes shall be limited to $700,000 sggregate principal amount.

(b) No additional debt maturing more than one year from the date of creation or assumption
thereof may be created or assumed except additional bonds issued under the provisions of the
Company’s Trust Indenture hereinbefore referred to under 1, securing the Company’s First
Mortgage Bonds.

(c) Provisions shall be made permitting the redemption of the Serial Notes either as & whole, or
in lots constituting not less than all of the then outstanding Notes of any one or more maturities,
at par and accrued interest plus a premium based on the number of 6-months periods between
the date of redemption and the regular maturity date, the premium in no case to exceed 7%
of principal.

(d) The Trust Agreement will contain appropriate provisions for the protection of the Serial

Notes in the event that the Trust Indenture securing the First Mortgage Bonds is not in existence
throughout the life of the Serial Notes.

In view of possible changes in market conditions prior to the consummation of the Plan, it may
become advisable to change the terms or character of the new securities to be issued to refund the Joint
Bonds; and in view of the impending maturity of the Joint Bonds and the necessity for prompt sction, it is
understood that holders of securities of any class, by assenting to the Plan, assent to the issuance and sale
of such new first mortgage bonds and notes of the Gas Company, and to such provisions to be contained
in the bond indenture and note agreement, as the Board of Directors of the Gas Company (subject to the ap-
proval of the Preferred Stockholders’ Committee and of the Trustee under the Indenture of North Continent)
shall deem advisable (even though differing from the provisions referred to in paragraphs 1 and 2 above),
subject only to the following limitations: (i) the principal amount of securities to be issued to refund the
Joint Bonds shall not exceed the principal amount of the Joint Bouds to be refunded, (ii) the interest rate
on the new bonds and the sverage interest rate on the new notes to be issued to refund the Joint Bonds
shall not exceed 414% per annum, (iii) if it becomaes necessary or advisable to sell st & discount the se-
curities to be issued to refund the Joint Bonds, the total discount shall not exceed 5% of the aggregate
principal of said new securities, and (iv) the premium paysble upon redemption of any sach new securi-
ties shall not exceed 8% of principal.

Szcrion 10. Step 3. Concurrently with or as soon as may be conveniently done after the carrying
out of Steps 1 and 2, as provided in Sections 8 and 9, the Chemical Company shall be liquidated (and
thereafter dissolved) in the following manner (subject to the provisions of the last paragraph of this
Section 10):

(a) In view of the small number of outstanding shares of Common Stock of the Chemical Company
not owned by North Continent (525 shares in all), and in view of the expense of determining the
exact interest, if sny, of the holders of shares of Common Stock in the aseets of the Chemical Com-
pany, it has besn desmed advissble, as a practical matter, arbitrarily to pay to the holders of said
shares of Commnon Stock not owned by North Continent $5.00 a share in cash, although it is
desmed that on liquidation of the Chemical Company through sale of its assets holders of shares
of Common Stock of the Chemical Company would receive (after payment of expenses of liquids-
then and the preferential amounts to which the holders of the Preferred Stock of the Chemical Com-
pasy would be entitled upon liquidation) substantially less than that amount if anything st all
Swh cash payment is to be made from the ggm of $45,000 to be retained by the Chemical Com-
pany as provided in Section 6(c).

(b) The remaining part of the sum of $45,000 retained by the Chemical Company as hereinbefore pro-
vided (after paying to the holders of the 525 shares of Common Stock of the Chemical Compeny
the amount provided in the next preceding paragraph bereof snd after paying or providing for
Dnecessary expenses of liquidation and dissolution not to exceed $2,500) will be transferred and paid
to North Continent Mines, Inc. as 8 contribation to its working funds.

(¢) The indebtedness owed by North Continent Mines, Inc. to the Chemical Company, amounting st
July 31, 1941, to $233,756.62, shall be forgiven by the Chemical Company as & capital contributian
by the Chemical Company to its wholly owned subsidiary. The indebtedness of The S. W. Shat-




(d)

s

tuck Chemical Company to the Chemical Company, amounting at July 31, 1941, to $109,622.42,
shall be sold to North Continent for an amount in cash equal to the amount of said indebtedness
including interest, which cash shall be distributed pro rata to the holders of the outstanding shares
of Preferred Stock of the Chemical Company. North Continent, in paying the purchase price for
said indebtedness, shall be entitled to credit in an amount equal to the smount of said purchase
price distributable to it as the bolder of shares of Preferred Stock of the Chemical Company. Pen-
ding consummation of the Plan, no further advances will be made by the Chemical Company to
either of said other corporations and neither of said other corporations shall repay any of its
said indebtedness to the Chemical Company as of July 31, 1941.

The remaining assets of the Chemical Company, consisting of the new Common Shares of
the Gas Company to be received by the Chemical Company as mentioned in Section 8 (after de-
ducting therefrom the 4,643 shares as mentioned in the third paragraph of said Section), and all of
the outstanding shares of capital stock of North Continent Mines, Inc., a Wyoming corporation,
and 60% of the outstanding shares of capital stock of The S. W. Shattuck Chemical Company, a
Colorado corporation, will (subject to the provisions hereinafter contained in this Section 10) be
distributed pro rata to the holders of the outstanding shares of Preferred Stock of the Chemical
Company, as follows:

(i) The Chemical Company owns all of the 100,000 outstanding shares of capital stock of North

(ii)

(iid)

Contineat Mines, Inc. The number of outstanding shares will be changed to 15,000 (or a
multiple thereof) shares, so that upon distribution the holders of the 15,000 outstanding
shares of Preferred Stock of the Chemical Company will receive a whole share or shares of
the capital stock of North Continent Mines, Inc. for each share of said Preferred Stock.

The Chemical Company owns 300 (60%) of the 500 outstanding shares of capital stock
of The S. W. Shattuck Chemical Company (there being only 500 shares authorized by
its charter). Under the laws of the State of Colorado the vote or consent of the holders
of not less than two-thirds of the outstanding shares of capital stock is necessary to amend
the charter. In the event it is possible to secure such two-thirds vote or consent, the charter
of The S. W. Shattuck Chemical Company will be amended to provide for 25,000 (or a mul-
tiple thereof) outstanding shares of capital stock, all of one class, so that upon distribution
the holders of the 15,000 outstanding shares of Preferred Stock of the Chemical Company
will receive a whole share or shares of the capital stock of The S. W. Shattuck Chemical Com-
pany for esch share of said Preferred Stock. However, in the event it becomes impossible
% to amend the charter, the outstanding shares of capital stock of The S. W. Shattuck
Chemical Company will be distribated either through the medium of fractional ehares, or
scrip certificates evidencing fractional shares, or otherwise as shall be deemed feasible by
the Board of Directors of the Chemical Company, in order that esch preferred shareholder
of the Chemical Compeny may receive his pro rats interest in the stock of The S. W. Shattuck
Chemical Compeny.

As will be noted from the table in Section 2, oat of 13,721 shares of Preferred Stock of the
Qiamical Company owned by North Continent, 1,221 shares are not pledged under the In-
destare of North Continent (mentioned in Section 3). North Continent, in connection with
the sstlement, compromise and release provided for im the third paragraph of Section §,
has agreed to waive its rights to receive any new Commmoa Shares of the Gas Company, upon
the liquidation of the Chemicsl Compeny, on account of these 1,221 unpledged shares.
Therefore, the 57,041 new Common Shares of the Ges Company to be received by the
Chemical Company as provided in the sscond paragraph of Section 8, after deducting there-
from the 4,643 new Common Shares mentioned in the third paragraph of Section 8, will
be distributed pro rata with respect to the shares of Preferred Stock of the Chemical Com-
pany other than said 1,221 unpledged shares. Fractional shares will be evidenced by scrip
certificates.



(iv) Any scrip certificates evidencing fractional shares issued under the Plan shall be non-vot-
ing and non-dividend bearing, and shall expire and become void unless combined with
other scrip certificates evidencing a whole share or shares and exchanged for s whole share
or shares on or prior to January 2, 1945. However, holders of scrip certificates, upon exchang-
ing their scrip certificates for a8 whole share or shares, will be entitled to any dividends paid
prior to exchange upon the whole share or shares received by them.

It is understood that if prior to distribution by the Chemical Company of the shares of capital st~
of North Continent Miaes, Inc., and of The S. W. Shattuck Chemical Company, owned by it as hereinbefore
mentioned, the Chemical Company shall sell all the shares and/or indebtedness owned by the Chemical
Company in either or both of said corporations, or all the assets of either or both of said corporations
shall be sold, the net proceeds of sny such sale or mles to which the Chemical Company is directly or
indirectly entitled will be distributed to the holders of the shares of Preferred Stock of the Chemical Com-
pany pro rata in accordance with their holdings in lieu of the shares of the corporation or corporations

whose shares or assets are thus sold, and the provisions of paragraphs (c) and (d) above may be changed to
comply with the terms of sale.

The distributions hereinbefore in this Section 10 provided for are to be in complete cancellation or
redemption of all of the shares of capital stock of the Chemical Company in sccordance with a plan of
liquidation to be adopted by the Chemical Company under which the distribution and transfer of all prop-
erty under the liquidation is to be completed within a time to be specified in such plan. (It is contemplated
that such liquidation will be completed concurrently with, or at least within ninety days after, the consum-
mation of Steps 1 and 2; but in any event the initial steps in the liquidation will be begun prior to or
concurrently with the consummation of Steps 1 and 2, and the liquidation will be carried through to com-
pletion as quickly as possible).

In the event for any reason any of the foregoing stepe in the liquidstion of the Chemical Company
cannot be carried out, the Company will be liquidated through judicial proceedings or in such other lswful
manner as shall be determined by the Board of Directors of the Chemical Company.

Secrion 11.  All agreements between the Constituent Companies in effect prior to consummation of the
Plan, including particularly the gas supply contract, shall be terminated.

Szcrion 12, All fess, commissions and other remuneration in connection with the Plan to whomsoever
paid shall, to the extent required by law, be subject to approval by the Securities and Exchange Commis-
sion and the Illinois Commerce Commission. The fses, expenses and remuneration thus to be paid include
the fees, expenses and remunerstion of the Applicants and of City National Bank and Trust Company of
Chicago, as Trustee, and of the Preferred Stockholders’ Committee, and of their respective counsel, auditors,
engineers and assistants, all of which fees, expenses and remunerstion the Applicants, as a part of the Plan,
have agreed to pay if and when the Plan is consummated, and if and to the extent approved, and as allocated
among the Applicants, by the Securities and Exchange Commission (except that the Chemical Company
shall not be obligated to pay any such fess, commissions or other remuneration from the assets to be re-
tained by it as mentioned i Section 6(c) other than as provided in Section 10(b)). The Indenture of
North Costinest (mentioned in Section 3) provides that the Trustee thereunder shall have & first lien upon
the trust peeperty for its ressonable expenses, counsel fees and compensation, which expenses, counsel foes
and compsmsation Nocth Continent therein agrees to pay on demand.

Sscriom 13. There shall be secured, before the Plan is consummated, the following aseents to and ap-
provals of the Plan, or spplicable portions thereof (subject to the provisions of the last sentence of this
Section 13), namely:

(s) Tha spproval of the Securities and Exchange Commission under the Holding Company Act;
(b) 'l";-:o_;pmnl of the Ilinois Commerce Commission;

(c) The assent of the holders of not less than two-thirds of the presently outstanding shares of the
Preferred Stock of the Ges Company, voting as a clams;
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(d) The assent of the holder of all of the presently outstanding shares of Common Stock of the Gas
Company. North Continent owns all of said outstanding shares of Common Stock but such shares
are pledged under the Indenture of North Continent which contains certain provisions relating to
the voting of said shares;

(e) The assent of the holders of a majority of the presently outstanding shares of Preferred and Com-
mon Stocks of the Chemical Company. North Continent owns 198,150 of the outstanding
198,675 shares (ot including 1,325 treasury shares held by the Chemical Company) of Com-
mon Stock of the Chemical Company and as such holder will assent to the Plan. North Con-
tinent also owns 13,721 of the outstanding 15,000 shares of Preferred Stock of the Chemical
Company, but of said 13,721 shares 12,500 are pledged under the above mentioned Indenture
of North Continent which contains certain provisions relating to the voting of said pledged shares;

(f) The assent of the holders of s majority of the presently outstanding shares of Preferred Stock of
the Chemical Company exclusive of the shares owned by North Continent or by any of the officers
or directors of the Gas Company, the Chemical Company or North Continent;

(g) The assent of the Trustee under the Indenture of North Continent (referred to in Section 3) ;

(k) The spproval of s court, upon application therefor by the Securities and Exchange Commission,
if the Commission shall have been requested to make such application in sccordance with the
provisions of Section 11 (e) and Section 18 (f) of the Holding Company Act.

Sgcrion 14 Whenever there shall bave been procured the sssents and spprovals to the Plan men-
tioned in Section 13 (if and to the extent required as set forth in said Section), the Boards of Directors of
the Gas Company, the Chemical Company and North Continent shall declare the Plan effective and taks
such sction as shall be necessary or desirable to carry out the Plan. When the Plan shall have been
declared effective, as aforesaid, it shall be binding, to the extent permitted by law, upon all persons affectad
by the Plan, including all stockholders of the Gas Company and of the Chemical Company whether or not
they have assented to the Plan.

It is recognized that {rom the nature of the problems involved in the refunding of the Joint Bonds
it may become impossible or inadvisable, on account of market or other conditions, to comsummate the
transactions provided for in Step 2, and in such event the complets liquidation of the Chemical Company
as provided for in Step 3 may of necessity be postponed until the refunding of the Joint Bonds. It is
understood, therefore, that by consenting to the Plan security bolders consent to the carrying out of the
transactions provided for in Step 1 even though it becomes impossible to carry out the transactions provided
for in Step 2 (and hence the transactions provided for in Siep 3 are not carried out), in which event ths
Gas Company, as between it and the Chemical Company, shall be solely liable on the Joint Bonds, and shall
indemnify the Chemical Compeny from smy liability therecn.

Szcrion 15 The form of the amendmsst to the Articles of Incorporation of the Gas Compeny
and of any amendments to its by-laws, the forms of stock certificates and other securities, and the forms of
all agreements, instruments and other documents which may be neceseary or proper for the purpose of car-
rying out the Plan shell (comsistent with the provisions of the Plan) be determined by the Boards of Di.
" rectors of the Gap Campeny, of the Chemical Compeany, and of North Continent, subject to the approval
of counsel for s Preferred Stockholders’ Committee, and for the Trustes under the Indenture of North
Continent, sad ollis subject, to the extent provided by lew, 1o the approval of the Securities and Exchange
Commission, of @is IMinols Commerce Commission, and of sny other body or authority having jurisdiction
in the premises.

SzcTion 16. In connection with or ss soon es may be convemiently done after the carrying omt of
Ssep 1 as provided in Sectica 8, sppropriste corporsts sction will be taken whereby the Board of Directors
of the Ges Compeny will consist of the following persons:

James L. Allen (Partner of Boos, Fry, Allen & Hamilton, Management Engineers).
Business Address—138 S. LaSalle Strest, Chicago.
Residence Address—Highland Park, Mlincis.
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L H. G. Bouscaren (Vice-President of Stone & Webster Engineering Corporation) (Director of the Ga
Company).
Business Address—33 S. Clark Street, Chicago.
Residence Address—Winnetka, Illinois.

Jobn O. Guthrie (Associated with Bowes & Co., Inc., Insurance Underwriters of Lloyds of London)
(Chairman of Preferred Stockholders’ Committee).
Business Address—135 S. LaSalle Street, Chicago.
Residence Address—Newport Township, Lake County, Illinois.

James L. Martin (Chairman of the Board of Directors of Ashland Oil & Refining Company) (Special
Agent in Chicago of New York Life Insurance Company).
Business Addresse—29 S. LaSalle Street, Chicago.
Residence Address—Highland Park, Illinois.

William Remy (General Contractor) (Member of Preferred Stockholders’ Committee).
Business Address— Wilmette, Illinois.
Residence Address—Wilmette, Illinois.

P. P. Stathas (Partner of Duff & Phelps, Public Utility Analysts).
Business Address—208 S. LaSalle Street, Chicago.
Residence Address—Deerfield, Illinois.

J. W, Sykes (Vice President and Director of the Chemical Company and Director of North Continent;
also Chief Engineer of William A. Baehr Organisation, Inc.).
Business Address—231 S. LaSalle Street, Chicago.
Residence Address—Wheaton, Illinois.

John S. Whyte (Tressurer of The Bunting Sysem, Publishers of Trade Publications serving the Hard.
ware Trade).
Basiness Address—Waukegan, Illinois.
Residence Address—Waukegan, Ilinois.

A. C. Winters (Vics President, Treasurer and Director of the Gas Company end of the Chemical Com-
peny; also President and Director of William A. Baehr Organization, Inc.; formerly Vice Presi-
dent, Treesurer and Director of North Coatinent).

Business Address—231 S. LaSalle Street, Chicago.
Residence Address—7628 Crandon Avenue, Chicago.

Of the persons abowe named, the following (constituting a majority) were originally suggested by
the Preferred Stockbolders’ Committes, namely, James L. Allen, John O. Guthrie, James L. Martin, Wil
lism Remy and John S. Whyts. The other persons above named were originally suggested by North Con-
tinent.

The Bylaws of the Ges Compeny will provide thet the Directors to be elected as herein provided shall
hold office umti]l the annval mesting of the shareholders to be held in April, 1943, or until the election and

qualificstion of their respective sucosssors.

h&4'~md&Mmdmwuth becomes for any resson unavailable
for election s a director of the Ges Company, then such substitute person or persons shall be elected as
shall be approved by the Applicants and the Preferred Stockholders’ Committee.

Ssction 17. The statements cootained in the Plan are believed by the Applicants to be truc and cor-
rect but are made without representation or warranty and solely for the parpose of presentstion and sub-
mission of the Plan es herein provided.

Sscrion 18. The Plan is to be made effective as of May 31, 1941, the date of the annexed Balance
Shests and the last dats to which earnings have been included in the annexed Income Statements.

12




Pert 11I.

EFFBECTS AND RESULTS OF THE PLAN

Secrion 19. The capitalization of the Gas Company, upon the consummation of the Plan, will be sub-

stantially as follows:

Thie of Security
First Mortgage __% Bonds,
Series A, due
1, 1961.*

Serial Notes (to mature
$50,000 semi-annnally) *
Common Shares, par value

$15 per share

Ameunt Ameount
Auther Out.
ized sandiag
i $3,700,000
700,000 700,000
150,000 134,355
shares shares

Ameumnt
Owuad

by the
Public

$3,700,000
700,000

86,821".
shares

Amount
Owned by
Neorth
Continent
None

None

47,534°%°°
shares

*Exact amount of Bonds and Notes not now determinable but total amount to be issued to refund the
Joint Bonds will not exceed principal amount of Joint Bonds to be refunded For further information con
cerning the above Bonds and Notes, including interest rate, marurity, and redemption premium, ses Section 9.

eeAdditional Bonds of Series A and Bonds of other series may be issued subject to the terms of the

Indenture.
*¢*To the nearest full share

Holders of the new Common Shares of the Gas Company will be entitled to one vote for each share

held; and in elections for directors shareholders will have the right to cumulate their votes.

Annexed hereto, marked Exhibits E and F, respectively, are a pro forms Balance Sheet, as at May 31,
1941, and a pro forma Condensed Income Statement for the twelve months period ended May 31, 1941, of
the Gas Company after giving effect to the consummation of the Plan. The basis of preparation of said
pro forma Balance Sheet and Coodensed Income Statement and the adjustments reflected therein are set

forth therein or in the notes thereto.

Dated November 1, 1941,

Wy

Noarm Smoax Gas Comrany

Noatm Smorx Coxz & Canocar Conpany
Norre Continznt UtmLiTizs ComPORATION.
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ASSETS AND DBFPFERRED CHARGES
UTILITY PLANT (See nots 1):

NORTH SHOR
BALANCE SHEEY

Franchises, organization expense, etc. e ente e te e~ st oo oeeenene 1o $ 137.031.65
Gee plant : e, 6.318.700.98
Utility plant adjustment SCCOUDLS ... ... ...cccocemicmimirieeoseomesemrs s eoosteseooee oo e 3.823.716.16
INVESTMENTS: —— H02m4an
Securities of affiliates—
Five year 4% debentures of North Shors Coke & Chemical Company due January 1, 1942 (prin. v
cipal amount, $1.597,700), at cost (See nots §) .. e $1.549.769.00
Other security investments—
Securities having 5o quoted market value, at co®t .. ... ... __ .. 360.00
CURRENT ASSETS: 1.550,129.00
Cash in banks and on hand . e
Accounts and notes receivable— § 1593479
a8 mers _. $148.161.31
Merchandise and jobbing customers (See note 2) 159,050.91
Other . 336.10
$307.548.32
Lexs: Reserve — 2357094
28397138
Interest accrued on debeotures of North Shore Coke & Chemical Company (affilisted com-
peay) 26,628.32
Iaventories—
Merchandise for resals. at cost § 6219335
Operating and construction materials and supplies, sz comt 82.148.18
——— 144.336.53
Total current assets - 614277.02
OTHER ASSETS:
A inmalled in customers’ premises under rental purchase contracts (See note 3) $ 3217342
t sarvice fund with trusies of joint firmt mortgage bonds 3,740.00
rS?-ci.nl deposits 1.840.36 s
otes recsivable—not cuwrrent 520.00
DEFERRED CHARGES: BN
Usexpired insursnce and other $ 460781
g‘w debt discount and expense (ses Note $) ?3.&4.76
erred expense re proposed 6.593.29
enginesring expenses (Ses nots 4 26,006.21
Cash in closed banks and $ SASL08
Less: Reserve SA51.08
Leasshold improvements in process of amortisation over term of lemse 7458.04
Other defarred chargem 10
Lasm e
$12.510.957.57
NOTES: Notz: Dividends in arrears on the 7% cumulative preferred stock ¢
(1) Utility plaat, ste. sdd dipresistion MNSErve—
The utility plaat ssccusts of (e GEPARy Are Mated (8 sesordance with he requirements of the of Acvounts

o
(a the reciassificstion of ite willity plant & o¢ Desambder 11, 1939 i@ ccaform u}mmuctm
uDe

sssounts the compeany aslloented the aggTegste astual et of iis tangidle property at
an lavemiory and sppraisal of its tangible progerty made ot thas date by Wiliam A. Bashr. oocosul soginear
charge of operstions of the compeny. ‘To the sesount balanem tBue determined was added the cost of net additions eince June 38, 1918
classified as reguired by the wotml of sssoumta Correstions ware msde for reilrements thai had besm recordsd at the as.
which was !z exosss of allocsiad esed. 4nd for enrtain mMEor eTUry Boted during the study
The enwriss mads By the compeny i reslassifying the Preperty accounts restlied in Locreasss 10 the following scoounts. n the amousts
sated Walew VUMD BMABt I SOFYHS. ...onrenreeernineanannns $91.011.13
Bessrve for depresiatios..... ceregrressens setsnsses 90.201.97
BDArees SRFBMIS. .. ... ccocucncerrrncesittrrstsassine 3.019.1¢
n---: 19 In e wility plant \n servien sesounts covered (1) o aredit to resarve of 190.191.97 tn adiust-
ing retiruments Sriar years, beilng \he eneams valne aeuigned Lo property &t dam of retiremments over the correctad vaites determimed

4
|
 {
|
|
|
g
|
|
|
i

Tengtble ssasts............ teveseesasnenss P reesnsane $ 149.403.83
Pronshies 1B WaBIERR. .. coccrearcrnrtersssassonsrsoasectsasssssssosssassnsnassse $2.300.0¢

!
.
.
.
.
.
.
.
.
.
-
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
-
.
.
.
.
.
.
.
.
.
.
.
.
.
.

$1.490,000.00

251.483.03

51.000.000.9¢

10.511.14

11.188.040.27

935.788.84

$00.900.00
§Ti90.13601



$ 2.795.600.00
$4,795,000.00
191,000.00

liquidation &2d redemption rights to be fxed when

wmduodllwwvdu(

) —

$5.100.000.00
305,000.00

and beld in tressury m May 31, 1941

Company (affiliated company) upom retirement of

CAPITAL SHARES AND SURPLUS
d accrued dividends)—

{entitled to $100 per share and asccrued dividends

y .

per share an

LIABILITIES,

redeemable a: $110

panies—

referred stock, $100 par value
North Shore Coke & Chemical Com

p

on liquidation;

~27956 shares ... ...
k, $25 par value—

Authorized and isened—120.000 shares ...

FUNDED DEBT:

—None

Less: Rescquired and held in treasury

rized—20.000 shares
CURRENT LIABILITIES:

o8 “A”, 4%, due January 1, 1942:

Authorized and issued

Authorized-—30.000 shares
Issued

6% cumulative
Autho

Iseued
Common stoc

William A. Baehr Organization, loc.

Miscellaneons ...

DEFERRED CREDITS:

pany—joist issuers, ses note 5)—

and as issued
Joint First Mortgage Bonds (North Shors Ges Company and North Shore Coke & Chemical Com-

claimable by North Shore Coks

7% cumulative
Accrued interest
Due affilisted com

S COMPANY

LAY 31, 1941
CAPITAL SHARES:
Customers’ advances for coastruction
Mudmﬁuiomhmnr’bogdn
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NORTH SHORE
CONDENSED IN

For the Calendar Years 1928 to 1940, Both Included,

Twelve
Months
Ended
May 31, 1941 1940 1939 1938 1917 1936
Operating revenues .........ccoceene. $1.565,808.92  $1.554.556.46 $1.460.68001 $1.431,143.27 $1.400.295.27 $1,388.877.01
Operating expenses:
Operation, maistenance and tazes
(other than federal income taxes) $1,232.756.35 $1,245651.56 §1,142.845.06 $1,154.254.92 $1,169.346.85  $1,047.453.17
Provision for depreciation ——  114.424.50 113.37.10 1128712 111.811.19 111.016.00 109.752.03
Provision for federal income taxes . 2225234 11.819.07 13,087.33 2572.00 8.868.42
Total operating expenses_._ $1.369.433.19 §1370843.73 $1,268.219.51 $1268,638.11 $1.280.362.85. 91,166,073.62
Operating income — ... ... § 196375.73 § 183,71273 § 19246050 § 162.505.16 $ 11993242 $ 22280339
Other income:
Dividends ] 1280 § 12830 8 1280 § 9.60 s 8.00
Interest on 4% debeatures of North
Shore Coke & Chemical Company
(affilisted company) e __ 64.275.00 64,730.00 65.786.00 66,794.00 § 6209334
Interest on losg term debt of and
e momtion (otan o o) 151 259809
ration t company 1
Mocenu?:u interest . _ pn 6.62 1,485.72 41.75 925488
Miscellsneous non-operating sting income.. $08.60 616.81 43181 569.96 L171.07 22849
Total other income $ 6480002 § 6535961 § 66430561 § 6885028 $ 6425367 § 29,199.73
Groes income $ 2117575 § 24907234 § 25889111 $ Z3LINH $ 184186.09 $§ 25200814
Income deductions:
Interest on funded debt ¢ 18390133 § 186180932 § 19294178 ¢ 199.376.63 $ 20153953 $ 19457518
Amortization of debx discsunt and
expenss - 285,644.20 25.590.10 26954126 3031756 3108763 24.542.07
Tazes assumed on bond isterest ' 82425 2.020.40
Other interest charges . . 199762 191426 21T31 1.875.18 21470 185069
e et o commel®  asa s (10831) (2623
, ) (632.68
Miscellanecus income deductions ... m.m)
Total income deductions . § 21167588 § 21193641 § 22206032 § 231.461.03 $ 23565067 § 22535556
Netincome or (less) .. ___§ 46987 § 3713598 § %8079 ¢ 86.59) 31 S146458) § 26.647.48

e ———————— Y ————————  ——— " ao—————
e —— — ]

———— ——————



AS COMPANY

OSME ACCOUNT
d fes the Twelve-Moaths Period Bnded Mey 31, 1941

EXHIBIT B

1933 1934 1933 1932 1931 1930 1929 1928
$1359,721.67 $1.351871.46 $1.434.720.27 3150723598 $1.72699791  $1.829,269.98 $1.751,181.51  $1.672,005.809
$1.024,36524  §1,000.228.63 $1.039,15848 § .79 1,134943.60 $1209.758.74 $1.254.630.63 31.109.918.40
109,771.11 109,468.08 109.295.88 ng‘:ls:.” s 107,939.33 108.224.58 102.994.23 107.802.76
6,901.76 12,946.99 33.019.86 35,123.82 M 46554 26,989.72 37.047.59
$L141038.11 $1.199,693.68 $1,161.431.32 $1,231,996.54 $1.278.006.54 $1.427.446.13 $1384.5614.58 $1.254.768.84
$ 21868356 § 15217.7% § 27328095 § 3TS.AM $ MR99LO7T § 40182388 § 36656693 § 41723708
799608 ¢ 3245888 $ ME¥NTT § 2,121.76 $ 2029073 § 956132 $ 7155280
26.02 2.6 1.282.711 4.006.49 8.404.48 4,430.67 456825 § $86751
196838 1,347.74 1.643.52 2654.59 525354 5,603.7$ $.236.03
} 29960 $ 3MI1268 $ 4222 §$ 4mMmmM $ L3980 § 1924583 9 M0N0 $ 111084
} 857316 § 106400.41 $ 31455117 § 42001041 $ 40087 § 42100938 § WAL § WMWY
190,70000 § 1991419 $ 20000000 § 200,000.00 9 19493412 ¢ 150,000.00 $ 143061.14 $ 12790000
24.542.08 2454208 M.542.08 24517 15,7778 14,969 50 13.352.20
20T 197428 2,062.00 111028 337658 926.17 594.54 L388.43
258861 241994 199251 3,075.9¢ 327104 437067 7.14821
(110.29) (4831) (199.73) (161.09) (1,554.08) (3,137.9¢) (2,581.58) (3,22097)
317740 & 157300
0209054 §$ IW173.02 $ Z87ILD § 0I08 $ MM 9 166837.13 $ 16121557 § 14456487
b1 S 41S0241) § MEDS 9 NI 9 NS ) BAINRE § MINIS § WL
— —— - ] . — W — e — S T—
purchased
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SORTH SHCORE COKE &

BALANCF SHEE

ASSETS AND DEFERRED CHARGES
FIXED CAPITAL (See note 1):

Property. plant sad equipment. $3.892.127.11
Organization exp o . —_— 3.488.85
—_— $3,895615.96
INVESTMENTS:
Securities of asd advaoces to subsidiaries ot consolidated—
North Cootinent Mines, Inc.: .
Capital stock of 81 par value—100,000 shares, being 100% of capital
stock outstanding, at cost $ K429
Advances and sccrued interest thereon 231,498.16
Less: Reserve for losses since date of scquisition 827“6).11’58%355)
The S. W. Shattuck Chemical Company: $ 227.063.50
Capital stock of $100 par value—300 shares, being 60% of capital stock out-
standing, at cost $ 28.992.51
Advances and accrued interest thereon 111,739.40
140.731.91
$ 367,795.41
Miscallaneous investments, at cost 700.00
368,495.41
CURRENT ASSETS:
Cash in banks and on hand $ 590.950.30
Accounta receivable—
North Shore Gas Company (an affiliate) $ 54.364.99
Other, lesa reserve of $725.34 107.582.34
—_— 161.947.33
Inventories (See pote 2) 121613.30
—_— 87451098 -
DEFERRED CHARGES:
Unexpired insurance $ 286199
g:f;monind debt discount cn;h:xp‘ena-:“ ﬁg
erred expense re proposed o ganization
Cash in closed banks, less reserve of $4,064.58. 155.03
DISCOUNT ON PREFERRED STOCK (Ses nots 3) 330,000.00
$5.514.872.04
Nm:DMhmoutho?%cumhanud
Norss:
(1) The company’s property, plant and equi t ssests are subject to the lien (moctgage) of the Trus Indemture
dated as of January 1, 1937 under which the Joiat Mortgage Bonds, Series “A”, 4%, due Janoary 1, 1942, of North Shore
Gas Company sad Shore Coks & Chemical Company wers imued. Under the provisions of an agreement between the

i jon and po eoffect on the rights of the bondholders) North
Shore Gas Com sssumed the such Joist Bomds and North Shore Coke & Chemical Company wold to
North Shore Gas Compeny $1.700.000 of Five Year 4% Debeutures, dwe Jan 1, 1942. Such debentures have the same
relative isions as the Joint Boads Ollhmmdpdmmm&mﬂonboﬁ' y issued, $305.000 have
been redesmed through the deix eervice fund lesving $4, outstanding at May 31, 1941, of which $191.000 were
owned and beld in tressury by Nocth Shere Ges Company & that date.

and

oquipment, as shown by the balance shest st May 31, 1941, costaine the
by

of ®s weld February 31, 1927, declared the and tervices e received to be of &
value in emuues of Mﬁwm for the stock issued and also constituting
e sdditiensl of $300,000, which it to appear og the books of the corporation as paid-

sale ($250.000) less
mdh"g-du.u-ol 9147.840. This contributios, in the amount of $102,160 was not

.8 the pro wvaloss but was credited to donated ius where it sppears
in the balance shest at May 31, as purt of the donated swrpius of $436,706.78 —— ________ § 750,000.00

as reductions of the property values but wers credited to donsted sarplus whers they appear
balance shest sz May 3L, 1941, as part of the doasted surplus of $434,706.78 3142127.11
$3.992,127.11




JEMICAL COMPANY

MAY 31, 1941
LIABILITIES, CAPITAL SHARES AND SURPLUS

CAPITAL SHARES: N
erred 79, cumulative stock. $100 par value (entitled to $100 per share and accrued dividends on
liquidation ; redeemabls at §110 per share and sccrued dividends)—

EXHIBIT €

Common stock, $1 per value— $200.000.00
Authorized and issued—200,000 shares __ ... e ,000.
Less: " beld = e e eme etesn e es e e ot sras e 650.00 199.350.00
Reacquired sad in easury—630 shares L5699
FUNDED DEBT:
Five year 4% debentures, doe January 1, 1942 (See nots 1)—
Authorized and i . [ UV e eveermeereenamenn. . $1,700.000.00
Less: Redeemed through debt service fund........coomiome oo eesim e e e - 102.300.00
—_— 1,597,700.00
CURRENT LIABILITIES:
Accounts paysbhle—
Trade $ 8314529
William A. Bashr Organization, Inc. (an affiliate) 1148.79 § 3429408
Accrued ealaries and wages 10.427.22
Accrued run] taxes 25876.81
Ac:nodo‘ Qld;‘f‘ll income tazes including provision of $30,531.13 for 1941 taxes besed on Revenue $.71045
ct E
Accrued intsrest on five year 4% debeatures, dus to North Shore Gas Company (an affiliate) 2662830 150,93 86
RETIREMENT RESERVE 694.192.82
SURPLUS:
Earned surplus § 63590638
Paid-in surplus ... : 300,000.00
—_— 137255318
8551437254
1y 81, 1941 amounted to (§1141% per share) $171,250.
) y the mansgemest and are Bot purperted to messure
ciation oa the basis of the thesretical weeful life of the varieus classss of These provisions wers made at the rate

per annum from commencement of eperations 1.

£
)
§
£
R
£
3
]

of $80,000 te December 3
January 1, 1931 to Decamber 31, 1936 Cammencing January 1, 1937, the annual provision was increased 1o 960,000, which
d.lnjlnullyn in

company.
(2) The inventories of the company ot May 31, 1941 are ae fellows:
Product investories—

Coke $ 4348
Breess S403.88
Tar 254473
Manufecturing and sther nasevials and supplice— ' 16
Coal for cashoninstion $102.096.17
masafscturing and ether materials and supplies —_ 128397
. 109.270.14
e — $121513.30
h%wq&nnuh—b-n ﬁyd-&m m.t‘ljk- bye:o-pnly employes st
1941, ampany’s prastice w0 verify quastitie maks seomesry sdjestments inventory
uarbu&obm“mhcm the ended May 31, 1941, coal suiphate and s
mhwﬁ:‘c;dj-ﬂm wock has bess sufficien: socurats odjustment since 1937, but s conservative
estimate




NORTH SHORE COKE

CONDENSED N

For the Period from June 1, 1928 (data of comm
Foe the Calendar Years 1929 to 1940, Boch

Ended May
Twelve
Moathe
Boded
May 31, 1941 1940 1938 1937 1936
Grom sales of gas and coke, less dis-
counts, returns and allowances . $1384.977.05 $1.257,64523 $1.067.936.02 $1.207,679.42 $L48761365 $1.345.76613
Operating expenses, including cost of
sales, maintenance and taxes {oth-
er than federal income taxes):
Cost of sales § 908,13598 § 83399438 § 68145891 § 74548228 826.586.5 834489
Other operating expenses ... 176329.11 162.854.32 147.642.89 171.341.68 s w ' ﬁl.ﬂl.ﬁo
Provision for iation .. 60,000.00 60,000.00 60.000.00 60,000.00 60,000.00 48,000.00
Provision for Federal income taxes_ 47.201.16 30,908.76 18.810.97 25.740.79 3L254.70 3528249
$L191,66625 $1,087,75446 $ 90791277 $L002.564.7% $1.099844.30 §1,083.048.98
Operating income ... —§ 19331080 § 169890.77 § 16002325 § 205.114.67 § 38776535 § 262,7178$
Other income:
Interest on advances to subeidiaries
pot consolidated, taken up to the
extent sarned by the subsidiaries . § 650492 § 692395 § 1826506 $ 9, 77240 $ 392585 ¢ [ § ]
Interest on Joimt Firm Mo
Bonds, Series “A", 4%, pﬂ‘sz‘
North Gas Company (af-
filiste) $80.00 880.00 95328
Interest received end oa ’
sdvances to Neeth Costinent Utdl.
ities Corporation (parent)
o interest 13.90 1220 K |
Rentals and profit on purification
charges, ctc, charged to North
Shore Gas Company (effiliate) 2304.58 241867 200953 . 552447 9.338.90 19%0.97
4,474.65 486934 403104 3,593.40 516319 3,569.58
$ 1525445 § 1421196 § 2535860 9 1978417 § 1938338 $ 130028
Growe  tnoeme $ 20059625 § 1410273 § IISITRES § 22499884 $ 0710270 § 27391813
Inco .- eduetions:
Inicrest on funded debt _________$ 6427500 § 6473000 § 6578600 § 66,794.00 $ 7074668 § MWL
tarest ou umsscured baak loame. 423.62 3,125.00 492794 6,760.42
Other interest ? 104.07 10407 242582 268.66 un u
rimen of A oot o wa7s6 mems  wsr s 059250 7.708
«a 70554
Tazes sssumed ea bond interest
Prevision for lessss ( ) of
subaidiarios pet — 1351887 (4782.78) (9.606.37) $54.43 LY o %] (2.293.74
chargs 592.54 1.208.09 L 70000
expanse dus » damage
qh serm
¢ il3ia30 TNALNSET $ 9897487 $ 11325009 $ 135 M § 9TITLL2
Na isaas § 9INM § LI § 630451 § 11164878 $ 28357082 § 1794701
- ——————— ———— —————
Norms:
8



CHEMICAL COMPANY

ME ACCOUNT

ment of operations) to December 31, 1928;
sded, and for the Twelve-Months Period

EXHIBIT D

941
Calends Y eare i)
1933 1934 1933 1932 1931 1930 1929 Des. ;T, 1928
L131118.28 S$LI3LITO30  $1,12039745 § 89217798  § 76583779 $LI36.626.44  $125216406 § 557.140.95
74595741 § 70254862  § 73529857 § S8245333  § 29208809 § 57751907 9 63218874 § 2702142
17185707 15103701 14608462  140.724.09 10213584  120559.98 108,185 64 926319
48.000.00 48.000.00 48,000.00 48,000.00 42,000.00 799993 79.999.92 46.662.00
5.281.91 19.356.31 9,764.56 715989 M126.07 1621277
97109639 § 92094194  § 91771449 § TTLITIE  § SS1988.49 § B0SS7221  § 8449537 § 38235958
16002189 § 21022836  § 20268296 § 12100056 § 21384930 § 33095423  § 39766869 § 17478137
6882 § 4982
213638 555561 § L4588
an 10.70 50257 § T34 8 62125 3 1MLIS  § 24602 § LTI6AS
8.49184 9,1417 9.903.81 9.043.9¢ 7.087.38 10.563.62 1032811 5,458.55
£104.47 326499 3.390.76 6.5%8.84 5.042.5¢ 5.736.30 6.481.27 25533
154602¢ 9 1871519 8 1563282 § 163 9§ 1272717 § 179405 § 192750 § 97488
17548213 § 22894356  § 21831578 9 1S733083  § 23657647 § SMEM9528  § 41696719 § 184.527.0
9489617 § 9982143  § 10486379 § 11051758  § 11887103 § 11891032  § 11994567 § 70,000.00
660.00 540.00 158000 11490 ™7 156.60 S3AT2
814770 8.557.34 s 29146 7e, v 1141109 10,000.00 5.845.00
1 200938 21703 s 240817 138097 336106 LY
12077.47
& 10,146.78
U73T738  § 1100799 §m $ 13010080 9 12230444 § 13233890 § 14353011 § TII6LIL
SLIATS 3 11790856 MRIMAS 9 1515244 § SAITLOE VNGNS  § ITIIIT08 9§ 10716609
3 k] . ———— e ——— —  ——————— ————



NORT: " SHOR!

PRO FORMA BATANC?

(This balance shest has been prepared to refh. ¢ th
appeared had the provuions of Sections 8 and 9 of th
that date and is after giving effect to certsin reduction
other adjustments as described in Nots 2 hereto).

ASSETS AND DEFERRED CHARGES
UTILITY PLANT (See Note 2 below reizting, among other things, to recuction in
CAITYLDg vaiue):
Franchises, organisation expense, etc vt rieem et ot tee s soere $ 140.520.50

Gas planmt e 937412131 8 9.514,641.81
INVESTMENTS:
Other security investments, at cost. 1.060.00
CURRENT ASSETS:
Cash in banks and on hand § 395,79L75
Accounts and potes receivable—
Gas CODSUMErs ..., et ene et en et seeas $148.161.31
Merchandise and jobbing customers . 159,080.91
Other et eeoaereetr———tet e it et s e s sennt e enn recearemrnineee 108,643.78
$415856.00
Less: Reserve ..., e 2429628 391,559.72
Inventories—

Operating and construction material and supplies ... ... $191.413.32
Merchandise for resale ... ... ... 62,198.38
Coke and other by-products ... ... . 12,343.16 26554983 1,053,301.30

OTHER ASSETS:
Applisnces installed in customers’ premises under rents! purchase contrscts.. ... . § 3174
ial dePOSItE — . oooooomeon. 1.840.86
otes receivable—oot current 520.00 34534.28
DEFERRED CHARGES:
Unaxpired insurance end other prepaid iteme $ 126010
Unamortised debt discount and expense.. . 30,000.00
Cash in closed banks and restricted funds ... $ 10,070.6
Less: Ressrve . 9,915.66 155.03
Leasebold improvements in process of amortisation over terme of lease. . 7.458.04
Othar deferred charges. 10,938.71 §5.820.88

s0s53871

Norss:
(1) The notes applying te the belance shests of the Company and North Shore Coke & Chemical Com-
pany submitted bersin in Exhibits A & C are also applicable to this balance sheet.

(2) This balance shest is aiter effect to the provisions of Sections 8 and 9 of the annexed Plan which
relate to (1) the recapitalisation of the Company, (2) the acquisition by it of the proparties

applicstion of the prooseds thereirom, togsther with otber funds of the Compaay, to the retirement of
the Jeimt Firm Benda (North Shore Gas Company and North Shore & Chemical Company
942, lnn'viu“oau_)thoi-uudo?hofthou'ncuriﬁa

Elimination or write-off of atility plant adjustment sccounts (bein,
moce-ofth.bookvduo!u:niqphntm:h-oﬁdu’
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AS COMYANY
EET—MAY 31, 1941

. jtion at May 31, 1941 e it would have
ﬂmlnmﬁmhmu
he carrying velues of the Utlicy Plast Asses and

LIABILITIBS, CAPITAL SHARES AND SURPLUS
CAPITAL SHARES:

Common shares, $15.00 .c:gnlu
Authorized—150,000
lssued—134.355 shares (See Section 8 of the Annexed Plan)
FUNDED DEBT (Ses Section 9 of the annexed Plan and Note 2 below):
Firet Mo Twenty Year 4% Bonds $3,700,000.00
3%?ics'chl otes (maturing serially $50.000 semi-annually) ... $700,000.00
Amount due in one year included in current liabilities below..._ .. —  100000.00
————  600,000.00
CURRENT LIABILITIES:
3%4% Serial Notes—Installments due within one year ... . .. § 100,000.00
Accounts payable . 58,723.54
' meter deposita........_ - 30,467.38
Accrued salaries and wages.. 2.675.06
Accroed runl taxes 104,173.00
Accrued foderal income taxes, including provision of $47,990.76 for 1941 taxes based
on Revenue Act of 1941 80,084.58
Accrued interest 17,383.17
Due to affilisted compenies 343700
Reserve for estimated c?cu- of Plan of Reorganisstion ... $175,000.00
Less: Amounts expended in connection therewith - 3763932
187,360.68
Miscallansogs current lighilities 638.50
DEFERRED CREDITS
Castomers' advances for coastrection
RESERVIS:
Depreciation reserve $2,053,454.99
Maintenance reserve 7.002.54
Miacellaneous 3,156.08

CONTRIBUTIONS IN AID OF CONSTRUCTION
CAPITAL SURPLUS

EXHIBIT E

$ 2,015,325.00

162279743
$10,650,358.27
]

$0.823,716.16

$4861.429.15

i
|




EXHIBIT 7
NORTH SHORE GAS COMPANY
CONDENSED . PRO FORMA INCOME STATEMENT
" For the Twelve-Months Period Eoded May 31, 1941
Ngirz the combics! inccme scc-nnta of the Company axd Norh Shore © b & Chemical Com Ly, the mrer -tie. of

which (except as set forth in Section 6ic) of Pian) are proposed to be ac d pursuant to the Plan, pre
pared on a copsolidated basis afier elimination of inter-company transsctions and eafter giving effoct to anticipsted
teductions in interest chairges and other sdjustments as explained in Notes 2, 3 and 4 below) .

Operating revenues:

Gas sales ... RSN 91.541.498.15
Other gas revenue e et e e et e onaane 28,085.12 $1.569523.7

Operating revenne deductions:

expenser—
Manufsctured gas production
Operstion $1,000.234.58
Maintenanos ... e [P PN — $2,506.52
Residoals eredit ... .. (798,674.46) 8 342.266.64
Other operating expenses:
BOB oo oo meeeee e eemerema s eemnen o pe e e $ 9451201
IDIBMADOD ..o 40.2%.29
Uncollectible accounts S 31866 H40,064.96
$ /238160
Provision for depreciation et eea e 176.434.50
Tanm (other than federal iscome taxes) 147,582.88
Provisioa for federal income tazes:
Normal income tax ’ mm
Sartax 18,670.57 8.5 LIs758.4
Opersating income § NN
Other income ' 12102
Geoss income ' § M90.19
Income deductions:
Interest on funded dabt (Ses Nots ¢) $ 17162500
Amortization of debt sxpense (See Nete 4) 249113
Other interest charges. 199169 176,107.0¢
Net income $ 206,782.36
Nores:
(1) The revesnss and capmmsss shown shews have besn classified in sccordasce with the Uniform System
o Assownts far Cas Compenies by the [lineis Commerce Commission which systam of



L tuibit B

SECURITIES AND EXCHANGE COMMISSION /
WASHINGTON, D. C. Exhibit P

In the Matter of

NORTH SHORE GAS COMPANY
NORTH SHORE COKE & CHEMICAL COMPANY
NORTH CONTINENT UTILITIES CORPORATION

File No. 54-32
(Public Utility Holding Company Act of 1935)

REPORT OF THE
> COMMISSION ON A PLAN
OF REORGANIZATION

Explanation of Proceeding

This is a report of the Securities and Exchange Commission on a plan which
provides for the recapitalization of North Shore Gas Company (hereinafter referred
to as the ‘‘Gas Company’’), the sale of the greater part of the assets of North Shore
Coke & Chemical Company (hereinafter referred to as the ‘‘Chemical Company'’)
to the Gas Company, the compromise of certain mismanagement claims asserted on
behalf of the Gas Company, the refunding of certain bonds of the Gas Company and
the Chemical Company by the Gas Company alone, and the subsequent dissolution
of the Chemical Company. The Gas Company and the Chemical Company are sub-
sidiaries of North Continent Utilities Corporation (hereinafter referred to as ‘‘North
Continent’’).

The report has been prepared because the Public Utility Holding Company Act
requires that such a report be furnished to assist stockholders in determining whether
to vote for or against the plan. Stockholders are urged carefully to consider the
report and the other material furnished them. Under the plan the holders of two-
thirds of the outstanding Preferred Stock of the Gas Company, of a majority of the
publicly owned Preferred Stock of the Chemical Company (exclusive of the stock
owned by North Continent and the directors of the applicant companies) and of a
majority of the outstanding Common Stock and Preferred Stock of the Chemical
Company must approve the plan before it can be consummated. The assent of the
Trustee %x the Indenture securing North Continent’s bonds is also necessary.

«

The Companies Involved

y Company is an operating company, distributing manufactured gas.
Among 1tl ontltlndmg securities is an issue of bonds upon which the Gas Company
and Chemical Company are jointly and severally liable. For convenience we refer
to these as the ‘‘Joint Bonds.’”” As between the two companies, the Gas Company is
liable for two-thirds of the issue, and the Chemical Company for one-third. Also out-
standing are Preferred Stock and Common Stock of the Gas Company. The Pre-
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ferred Stock, which has a par value of $100 per share, has a 79, cumulative pre¢
ence as to dividends over the Common Stock, and dividend arrearages on this S.mecx;
have accumulated for over seven years. The voluntary liquidating preference of the
Preferred Stock is $100 per share plus arrearages of dividends. The latter amounteqd
as of May 31, 1941 to $32.1633 per share. Each share of both the Preferred and Com.
mon S:uck earrics one vote.

The Chemical Company is primarily engaged in the production of coke oven gas
coke, and related by-products. It has outstanding, in addition to the Joint Bond;
previously mentioned. Preferred and Common Stock. The Preferred Stock, which
has a par value of $100 per share, has a8 7% cumulative preference as to dividends
over the Common Stock, and as of May 31, 1941 there were unpaid dividends on this
stock of $11.4124 a share. The voluntary liquidation preference of the Preferred
Stock is $100 per share plus arrearages of dividends. Each share of both the Pre.
ferred and Common Stock carries one vote.

North Continent is solely a holding company. Of the stock of the Gas Companv
it owns all of the Common and 637 shares of Preferred out of 27,956 Preferred shares
outstanding. Of the stock of the Chemical Company it owns 198,150 shares of Com-
mon out of 199,350 shares outstanding and 13,721 shares of Preferred out of 15.000
shares outstanding. All the Common Stock of the Gas Company and 12,500 out of
the 13,721 shares of Preferred Stock of the Chemical Company owned by North Con-
tinent are pledged as security for the latter’s outstanding bonds.

Reasons for Effecting & Reorganization

It appears that the Joint Bonds, which mature January 1, 1942, cannot be
refunded, except possibly at excessive cost, if the Gas Company and the Chemical
Company continue as separate enterprises. The two companies are economically in.
terdependent. The Gas Company relies upon the Chemical Company for approxi-
mately 85% of its gas supply and the Chemical Company has no customer for its gas
other than the Gas Company. It is accordingly proposed that the greater part of
the assets of the Chemical Company be sold to the Gas Company and it is expected
that the enlarged Gas Company will be able to refund the bonds.

A committee representing preferred stockholders of the Gas Company, herein-
after referred to as the ‘‘Committee’’, has asserted certain mismanagement claims
on behalf of the Gas Company against North Continent, William A. Baehr,' and the
Chemical Company.! The plan includes a compromise of these claims.

The capital structure of the Gas Com~ -~ i "'=™" - ~ ‘ '
requirements of the Preferred Stock have been far in excess of the company’s ability

v

1Pregident and director of the Gas Company, Chemical Company, and North Continent and
controlling stockholder of North Continent.

. *And against officers and directors additional to Baehr and against William A. Bachr Organ.
ization, Inc., & servics company subsidiary of North Continent.

2



to earn, and there are large dividend arrearages on this stock. Voting power is not
equitably distributed among the stockholders, voting control being vested in the
Common Stock which, from the standpoint of both assets and earninzs, is utterly
worthless. The plan is designed to eliminate these unsatisfactory conditions hy pro-
viding for the cancellation of the Common Stock and the substitution of new Common

for the Preferred.
Summary of Plan

The plan contemplates that the Gas Company will be recapitalized. Its stock will
then consist only of Common Stock having a par value of $15 per share. In the
recapitalization of the Gas Company, North Continent will receive nothing for its
100 percent interest in the Common Stock and nothing for its 637 shares of Preferred
Stock, and the entire initial issue will go to the public holders of the Preferred Stock
of the Gas Company. Immediately upon the recapitalization of the Gas Company, it
will take over the principal assets of the Chemical Company and issue additional
shares of Common Stock in payment for these assets. As part of the compromise of
claims of the Gas Company against North Continent and Baehr, the public hcoiders
of the Gas Company’s Preferred Stock will receive the new Common Stock in the
Gas Company, which Baehr would otherwise be entitled to receive in respect of 247
out of 347 of his holdings of the Preferred Stock of the Gas Company and, also, part
of the shares of Gas Company new Common Stock issued to the Chemical Company
for its assets (representing the proportional interest in the Chemical Company
attributable to so much of North Continent’s holdings of the Chemical Company’s
Preferred Stock as are not pledged with the Trustee for the bondholders of North
Continent). Baehr is also making a cash payment of $67,430.00 or, $2.50 per share,
to the public holders of the Preferred Stock of the Gas Company. After giving effect
to these transactions, the public holders will receive for each share of Gas Company
Preferred Stock, about 3.027 shares of the new Common Stock, representing in the
aggregate approximately 61 percent of the total stock. The balance of approximately
39 percent® will be held temporarily by the Chemical Company, but it is proposed to
liquidate the Chemical Company in the event that it proves possible to refund the
outstanding Joint Bonds. In the liquidation of the Chemical Company there will be
distributed this new Common Stock of the Gas Company and certain miscellaneous
assets of the Chemical Company which are not included in the sale to the Gas Com-
pany. The public holders of the Preferred Stock of the Chemical Company and the

Trustee fqg the bondholders of North Continent, as pledgee of most of North Con-
tinent’s Nillilitgs of Preferred Stock of the Chemical Company, will receive for each
share mieal Company preferred stock 3.8 shares of stock of the Gas Company.
The re g assets of the Chemical Company will be distributed pro rata among

The Chemical Company reeeives about 42.46% of the new Common Stock of the Gas Com-
pany in the first instance and the minority Preferred Stockholders of the Chemical Company
share on that basis. However, about 3.46% of the new Common Stock (representing part of
North Continent’s interest in the Chemieal Company) ia to be distributed to the Preferred Stock-
holders of the Gas Company.



its Preferred Stockholders, including the unpledged holdings of North Continent.
except that arrangements are made to provide a cash payvment of $7.45 per share to
the public holders of the Chemical Company's Preferred Stock in addition to their
pro rata share in the stock of two subsidiaries of the Chemical Company. The plan
provides for a cash payment of $5 per share to the small amount of Common Stock
which is publicly held, amounting in the aggegate to $3,500. North Continent is
taking over at its face value, in lieu of cash, a claim against one of the Chemical Com-
pany subsidiaries. North Continent receives nothing for its Common Stock in the
Chemical Company.

The plan states that the aforesaid provisions reflect an overall settlement and
compromise of the conflicting views of the applicant companies, the Committee, and
the Trustee under the Indenture securing North Continent’s bonds as to the misman-
agement claims of the Gas Company, and as to the relative values of the Gas Com-
pany and the assets of the Chemical Company proposed to be sold; and that upon
consummation of the plan, the said claims will be released and discharged.

As soon as possible after the recapitalization of the Gas Company and the sale of
the Chemical Company assets as aforesaid, the Gas Company will refund the Joint
Bonds by issuance of $3,700,000 principal amount of 20-Year First Mortgage Bonds
and $700,000 principal amount of Serial Notes to mature $50,000 semi-annually.*
The plan states that if it becomes impossible or inadvisable to refund the Joint
Bonds, it is nevertheless intended to consummate the portion of the plan with re-
spect to the recapitalization of the Gas Company, the sale of the Chemical Company
assets, and the compromise of the claims.

The plan provides that the initial board of directors of the reorganized Gas
Company shall consist of 9 directors, 5 of whom are to be approved by the Com-
mittee and 4 by North Continent. These directors will be chosen for a term of
office to continue until the first annual meeting of stockholders to be held in April
of 1943. The charter provides for cumulative voting for the election of directors.
It should be noted, however, that North Continent, presently controlied by Baehr,
will have about 35.38% of the new Common Stock of the Gas Company upon consum-
mation of the reorganization. For all practical purposes, it would appear that this
will be sufficient to insure control of the Gas Company in April, 1943, by North Con-
tinent and Baehr. ' )

*The pl- states that in view of possible changes in market conditions prior to the consum-.
mation of the plan, it may become advisable to chane= the terms nr character of the securities
to be issued to refund the Joint Bonds. Security hc.. . - * to t.he plm, consent to
the issuance of such new bonds and notes, and to sueh provisicsi: in e e
agreement as the Board of Directors of the Gas Company (subject to the approva.l of the Com
mittee and Trustee) shall deem advisable, subject only to the following limitations: (a) The
principal amount of securities to be issued shall not exceed the principal amount of the Joint
Bonds to be refunded, (b) the interest rate on the new bonds and the average interest rate on
the new notes shall not exceed 414% per annum, (c) the total discount, if any, on the new secur-
ities shall not exceed 5% of the total principal of said securities, and (d) the premium payable
upon redemption of any such new securities shall not exceed 8% of the principal amount.
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Pairness of the Plan

The allocations of the new Common Stock of the Gas Company made in the
plan embody a compromise between the applicant companies. the Committee, and the
Trustee under the Indenture securing North Continent’s bonds. We are satisfied
that the bargaining was at arm’'s-length. The parties, however, are not agreed on
the question of just how the compromise was arrived at, and, indeed, it is impos-
sible to say with complete precision of what it consists.

The claims are in the main based upon the following:

1. It is contended that in the formation of the Chemical Company in 1927
as a separate corporation North Continent and Baehr took advantage of a so-
called corporate opportunity which rightly belonged to the Gas Company.

2. It is contended that the contract pursuant to which the Chemical Com-
pany has sold its gas to the Gas Company was unfair to the Gas Company, and
was merely a device to siphon the earnings of the Gas Company for the ben-
efit of North Continent, via its holdings of the Preferred Stock of the Chemical
Company.

3. Ttis contended that the Gas Company was required to pay excessive ser-
vice charges to Baehr and to a corporation controlled by him.

4. It is contended that in 1929 to 1931 the Gas Company was improperly
required to pay dividends (out of earned surplus) and make loans to North Con-

tinent (since MMth mterest) and to perform other financial transactions to
its damage.

These allegations, if established, might result in legal or equitable liabilities for
mnoney damages or in the subordination of securities owned by North Continent in
the Gas Company and Chemical Company to the interest of the public Preferred
Stockholders of the Gas Company.

Defenses are asserted to all of the claims, some by the management and others
by the Trustee under the Indenture securing North Continent’s bonds.

It should be noted that the fairness or unfairness of the Gas Supply Contract
has bearing not only on the question of possible return of excessive profits, but also
upon futuress gs of the Gas Company and the Chemical Company, and therefore
@kesent relative value of their properties.

also be borne in mind that the greater part of North Continent’s as-
sets are pledged to secure its outstanding bonds. These are currently selling at
prices which seem to indicate that the equity, if any, which North Continent has in
such pledged assets is not substantial. North Continent is giving up under the
plan value estimated by the Committee to be equivalent to about half of its un-
pledged assets.




It has been estimated. and we think reasonably so, that the property which the
Gas Company is to acquire tromn the Chemical Company will, from 1941 through 1943,
account for about 37¢¢ of the total earnings of the enlarged Gas Companyv. As we
have seen, in exchange for its properties the Chemical Company will receive ahonyt
42.46% of the new Conimon Stock, or about 14.5%% less than the figure of 57<%. This
14.5% can be regarded as representing the composite of (a) adjustment for addi.
tional factors bearing upon the relative value of assets and (b) what the Chemical
Company is giving up by way of compromise of the claims against it. We roughly
estimate that the amount of value that the Chemical Company is giving up by wayv of
compromise is somewhere between $250,000 and $350,000.

What the Chemical Company is giving up by way of compromise inures to the
benefit of the public Preferred Stockholders of the Gas Company. In addition they
receive from North Continent and Baehr by way of compromise the following:

(a) 5,384 shares of the new Common Stock of the par value of $15 per
share.

(b) $67,430 in cash.

(¢) Benefit arising from North Continent’s surrender for cancellation of
637 shares of the present Preferred Stock of the Gas Company. If a share of
such Preferred Stock be considered as equivalent to 2.8 shares® of the new Com-
mon Stock, this benefit would be equivalent to 1783.6 shares of new Common
Stock.*

The public Preferred Stockholders of the Gas Company are to receive in all for
both their interest in the Gas Company, exclusive of the claims and by way of com-
promise of the claims, about 61% of the new Common Stock and $67,430 in cash.
This is equivalent to about 3.027 shares of the new Common Stock and $2.50 in cash
per share of publicly held Preferred Stock.

We have described these claims and the defenses to them in our findings and
opinion approving the plan.’ As we there point out, we believe that the compromise
of these difficult and conflicting claims which is embodied in the plan falls within
permissible limits and that the plan is fair and equitable.

SThis is-the basis upon which new Common Stock is to be substituted for the publicly held
Preferred Stook upon recapitalization of the Gas-Coppany.

¢It seems proper to regard all of the benefit arising from the cancellation as inuring to the
public Preferred Stockholders of the Gas Company, for the allocstions as between the Gas Com-
pany and the Chemical Company apparently were predicated upon the situation existing upon
cancellation of North Continent’s holdi in the Gas Company. The present Common Stock of
the Gas Company is worthless and hence its cancellation cannot be regarded as a benefit to Pre-
ferred Stockholders for purposes of the point now under discussion.

’Copies of the findings and opinion, are obtainable upon request made to the Secretary of
the Commission, 1778 Pennsylvania Ave, N. W., Washington, D. C.
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Requirement of Holding Company Act

The present stock structure of the Gas Company is repugnant to the provisions
of the Public Ttility Holding Company Act. Unless voluntarily brought into com-
pliance with the Act, it would be the duty of the Commission to require such action.
In the opinion of the Commission the proposed plan would bring the stock strueture
of the Gas Company into conformity with the standards of the Act.

Accordingly, the Commission has entered an order which will permit consumma-
tion of the plan. However, whether to vote for or against the plan must and should
be determined by each stockholder for himself in the exercise of his own judgment
in the light of the information furnished him.

By the Commission.
Fraxcts P. Brassor,

Secretary.




Exhibit F

~oas - A “ . -~ - o - P
AvSLi.lo., Tlale Tiols 23th Zlay ol June, 1iL7,

Letweern

UCRTH BACRZ GAS CCUPAYY, an Illinzis corporation of 209 adison

purcraser

-, -2
wish tre

merelnalter cdescribted as the zurchaser,

viteran, Illinols, rerelnafter descrited as the seller,

, ¢f vaukegan

-oat toe geller azrees to sell and convey, and the

agrees teo rurchose, all that lot or parcel of lan

wildinges anl imgrovenents trereorn, in the Tcwnsiip

of ‘laukesan, County of Lale, and Stzte or Illincls, descrived

a8 I'ollove:

e P - M e had - .. - oo > 1]
ZanT rart of the llortinrest cuartor or Secticn
- -

~2, Tc“*s;ip ) ﬂo..u, .a:ao 12 Tast, of t.e

'- llnols, described as:

t~e Soutiiweet Corner of the
»rter of Seegtion 22, Tounsillr 5
12 Iazs, in Jaurzeran Townsai:,
thence ‘ortheasterly, makinc a
hc‘uneas* argle of £9° 29! it tne East and
est center line cf said Section 22 to a rcint
en tlie lorth line of City Street, $6 feet fron,
reasures 2% right aniles, e ;as: and e
center llre cf g¢-id Scetion <2; Thzuce fa
itn an aleny the llortn line of said City
Street, parzllel to the Zast and est cente
line or 3aid Section 22, 525.37 fet to a
~oint ¢cn the llorthwesterly lire of Zardor

Strect; Tlience lortheasterly with and along
sald lorthwrsterly line of Zardor Street and
iazinn a Vorsiheasterly angle of 759 12° 1ct

it the last descrided course extended Zast
119.L3 Teet to a voint; Tzence East parallel
to and 131.L7 feet from, neasured at right
srlce, tie sald center line cf Section 22,
373,51 feet to o~ oint; Theace llertiheasterly
aning a “o"tn-hste"ly angle of ‘:° 1' 15" wish
the last descrided course e:tend -
feet to the point of Yeglnning; nce Zast
=arallel to and 3543.06 feet fron, ﬂeasured at

tizlit angles, tiie s~id center linc of Section
2Z on
L

i makin. o Soutieastoriy ansle of 1139
M il the last cescrilted course,



1,385,649 fect, =mcre cr less, %o a point on
the sihore llrne of Lake sichigan (thais course
to te Xxnown as the first course); Thence
‘ortrvresterly with arnd along sald shore line
~ ¢ arn intersection with a line running paral-
lel ritha 21320 Teet Lerin of, measured ot
=ight angles, the Soutl: line of tle propert
~eredy descrived, being the sald firast course
(t:is course along sald shore lire to be Xxnown
29 the second course) said shore line being
anwrexinately as follows: runaing lortherly
ard raiking a llortasasterly angle cf 389 535!
with egald Iirst course 17%2.18 feet to a aeint;

snore line and maxing a Northeasterly angle

of 4O 59! 15" with lagt described course ex-

tenfed Lortherly 675.5 feet to a moint; Trence
- continuing Wortiheasterly with and alon; said

srore line and making a Jortneasterly angle

cf 49 52' Ls5" with last descrihed course ex-

tended lortherly 573.57 feet to a point (end

of descrirntion of shcre line); Thence :est

s 1220,39 feet to a polnt (tils course to ve
unetn os the trnird course):; the laszt descrihed
o course algo velrng varallel to and 14290 feet

Yerth of, reasured at right angles, the Scuth

ine of property ierein descrived; Thence
Southwesterly, nmakins a Southeasterly angle
of 1070 21! 36" witll last described course
{oeing tre snid tiird course) 1LZ0.2 fest to
a noint (this courss tc & tacwn as the Tourinh
course); “hence continuing Soutiivesterly and
making a Sout.westerly angle or 190 27' ¢
with the lest described course, extended
Southerly (being fourtl: course), 16.03 reet
to the point of beglnninr (tiic course to te
krown as the Tirtl course).

Together wit!: all ovens, fixtures, apraratus,
machinery, eculpment and fittings installed in
or loceted on seid prenmises and used in connec-

\— tion trerswitl: in the overation of scid —-remises
as a %as rlant ani/or colie flant, 25 well as
docks, niers and abutments.

Topetner 1rith all accretions tiereto and tite
riparian rights apsurtenant thereto, but subject
to any rigat, title and interest of tre Elgin,
Joliet and Zastern Fallroad it and to the steel
r2ils, ties and suitcnes and otier materials

of she railroad tract upon sald preinlsges.

The foregoing tract is to Ye conveyed sudject
to zoring and building ordinances, the exlst-
ing ciiannel acress sald nreonlices, and Yo ell
<.e terms, conditions and covenants contained
in tre certain derd of Zlgin, Joliet and
Eastern lallray Company dated larch 1k, 1527



(recorced lfarcihh 16, 1927, in the office of

the Fecorder of Deede of Lake County, illinois,
in Book 282 of Teeds, nage 610, as Docunment

o, 298,717), cornveylng seild sremises to
illsas A, 3ashr, the obliiatisng wnerecof &
Nortl: Sicre Coke  Clhieimical Company (a Dela-
war e coryoration) assuzed as grantee in tie
certain deed of sald iiilliam A. Baehr and
Jlavel 3, Baehr, nis wife, dated iarch 1l&, 1327,
(recoried llarcn 16, 1527, in tie office of the
Tecorier of leefs of Lalle Courty, Illinciz, in
Scok 282 o Zeecs, na e 908, as Docyment llc.
2$5,718) as modified or discharsed by (1) a
certain deed from sald corporatlicn to tie City
of Wauliezan, Illinoeis, cdated Cctover 27, 1527
{(recerded April 22, 1929, in tie office of ix
Fecorier of Teels of Lake Ccunty, Illinols, in
Zcok 335 of Zeele, rwaze 522, as Docurent lc.
375250) conveying a strip of lané one hundired
(12C) feet in widt: across sald groperty;

(11) e certain deed from the City or “auke-an,
Illirels, to said corporation, dated July 20,
1355 (recorded July 31, 1932 in the office of
the Fecorder of Zeeds of Lalte County, Illinais,
in 3cck L1 of Deeds, pase 277 as Docurent llo,
L153C€) reconveying the saié strip of land one
nundred (100) feet in width to tie Coke Company,
and (11i) a certain deed rrom sald corporation
tco tihe City of ‘jaukegan, Illirols, dated July
31, 1325 (recorded august 2, 1575, in <ie
office of tiie Recorder of Zeels of Lake County,
Iliinois, in Book 413 of Teeds, pase 253, as
Docunent lo.. 415,382) conveying a perpetual
easerment to the City of Jaukejan to maintain
and use a roadway on and alony a strip of

land fifty (5C) feet in wiitii across tae above
described prenises;

Together with all personal property used or
ugseful located or used at trze Coke plant,

Towetrer witn all gupnlies of breece fuel,
sulnlwiric acid, arscnate, oll, tar, aamnoniun
sulphate, soda ash, repalr parts, and otier
operating materials and sup:lies and coke on
hand at 7:00 A.M., (Central Daylight Saving
Tizme), of the dcy on wilch the deed and »ill of
gale are d(posited in esciow as lereirnafter »ro-
vidad, and for wiica purcihaser ghall, in ad-
dition to the purchase price nentioned velow,
reimburse seller for its cost, Seller szall
not be obligated to pay purchaser for any coal
of purchaser idelivered to seller prior to the
Zernosit in escrovw of deed ~nd till of sale,

tut any coie nanufactured fron sszli coal and
by-producte thereof snhali bLe tie property of
rurchaser and shall be segregated from all
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other coke owned by seller. TFurchaser

shall reimburse seller fo: seller's costs

of labor in ihe period commencing with the

use of purchaser's coal and ending with

tre date of derposit in escrow of tnhe deed

and Bl of sale, Any orders for operating

naterials and suprlies made by seller for

delivery at itas Coke Oven Plant and delivered

after the depcsi?t in escrow of the deed and

2111 of sale shall ve the oblijations of

~urcoaser, and rurchaser asrecs to hold rarm-

less seller againrst any liability or costs

irith respect thereto,

Tie price ls $650,000,00, payable as follows: Two
dundred Fifty Thousand Dollars ({250,000,.C0) in escrow, in cash,
lawful :ioney of tiie United States or a certified check on the
sl,ning of this contract, (the recelpt whereof 1s rereby ac-
knowledsed) andé the payment of the “alance of Four Hundred
Thousand Collars (y400,000,00) in escrow, in cash, (plus the
anount of reimbursement for cost of operating materials and
supplles and labor as aforementioned) lawful noney of tne United
States or bty ¢ rtified check on tiie delivery of the deed and
bill of sale as hereinafter provided.

Upon the execution of tihls agreenent by the parties
hereto, there ghall be nlaced in escrow with the Chicago Title
and Trust Company, Chicago, Illinols, under an appropriate es-
crow agrec-ent, the terms of whichk are to e agreed upon by the
parties, tiie earnest money in the amount of Two Hundred Fifty
Thousand Tollars (%250,000.00) heretofore mentioned, and the
walance of t:e rzurchase price, by the purchzeer, and a deed and
b1ll of sale by tre seller; sald escrow to provide that upon tiae
further denosit in :ald escrow of a certified copy of on order

of the Illinols Comnerce Commission authorizing the transactlon

herein prcviced for ané a release of the Continental Illinois

.



National 3an& and Trust Company of Chicago, Trustee, as herein-
after mentioned, and the grants of easement by purchaser to
seller as nereinafier rrovided, %tihe sall escrow agent siaall
deliver tiie deposited funds and tile release to the seller and
the deed and bill of sale to the ourchaser, sald escrow agree-
ment to contaln such furtler terns and conditlons as may be
agreed upon vy tre seller and purchaser,

The following are to be anportioned as of the cate
of closirg:

Seller saall, prior to tlLe date of deposit

in egerow of the deed ond b1l of sale to

rurcnaser, pay all real estate taxes assesced

asainst the property witi respect to tne year

1385, and rezl estate taxes witii respect to

the year 1357 siall be apportioned between

seller and purciaser so that seller shall ray

o rurchager in respect of 1947 real estate

taxes a pro rata amount thereof, bVased on

16L6 taxes, from January 1, 1947, to the date

5f tihe deecd and bill of sale.

This egale covers all right, title and interest of the
geller to any land lying in the bed of any street, road or
avenue onen or proposed, in front of or adj)oining said prenises,
to the center line therecf, inciuding the perpetual rigiht to
the easenent which provides for ingrees and egress to the eite,
and all ri~ht, title and interest of the seller in any award
for damage to s21d vre-lsges Dy reason of the change of location
or grade or any street, avenue and easement, The seller will
execute and deliver to the purchaser, on closing of title or
tiiereafter uvon demand, all »nroper instruments for the con-
veyance of such rights and title including the assignment and

right of collection of any such award.

If, at the time of the cdelivery of tne deed, the



prenises, or any sart thereof, shall Se arfected »y an assess-
ment or assessments which are, or nay decome, payable in 1ns£all-
1 Sne first installrment s <rhen 2 charre or lien,
or has veen pald, then Tor tre purpose of tiils contract, all the
unpald installments of any such assessments, including ti.ose
which are to become cue and payable after dellvery of tie deed,
snall e Jeemel to be due and payrable and to be liens uron the
prenises affected thereby, and skall bve paid and dlscharged by
the seller uron t.e Jelivery of tihe deed. Tncenfirmed ingrove-
nents o assossments, if any, shall be pald by the seller if the
work has teen completed prior to closing.

Al_ rnetices of wviolation of law or nunicipal orél-
nances aflecting the rremiges shall be complied witii dy th
seller, and tie premiges shall be conveyed free of the scne, =nd
thls srovisicrn of The contract siall survive delivery of the
deed, Tre gcller warrants shiat tie bulldings cn the prenises
do not violate any restriction, regulation or ordinance. IT tihe
existiyy estrictions, regulations, or ordinances dc not -erult
the use oI salé npremisges fer a coxe »lant, tien, at taec oxtion
of the rurchaser exercised within thirty; days from cdate of
deliver:y of deed to rurchaser by escrow agent, tals contract
ghall tecome null and vsid, and the seller sinll refund To the
purchaser all payﬁente nade hereunder, and feimburse the
purchaser for tne rcasonahle expenses of title exanlnatlon, tax
gearci and survey if incurrecd 2 nurchaser,

Seller acknovledgee that in purchasing the assets
described 1erein, purchaser is not assuning any of seller's
liabllities except a5 otnerwise enzressly provided fer nereln,

Seller unéerstands that purchaser 1s not taking over any of
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seller's erployee organizaticng, enployee contracts or emplcyees

as such althouzh it 1s recogniced that gpurchager, 3%¢s gucceggorsg

Or asgisnz, in maintalning and/or Teginning operation of a coke
=lant on tie prezises cGescribed rerein nay hire some or even all of
the enployees who are on seller's employment rolla at =aid —srenises
at the time ¢f consummetion of tiils agreenent, As tc such
emnloyees seller aclinovledses that rurciaser is not liable for

any age and Hour Claims, Unemployment Compensetion Claims or any
claiz=s of any nature wnatsoever arliging out of or in any way
connected witi trneir employment by seller prior to tne date of
executlon of this agreement, The ovrovislons of this paragraph
shall egurvive tae cdelivery of thie Jeed ond Dill of sale.

Seller agrees to indemnify and save harmless purchaser,
1te successors and assigns, from all loss, damage or expenses of
any kxindé cr nature arising out of or in zny wey connected with any
claims whetsoever under tne Illincis Workmen's Compensation Law
and/or the Illinois Occupational Dizease Act pending as of the date
hereof. 7Tuds srovision sghall survive the delivery of the deed and
bill of sale.

T21s agreement constitutes tae entire contract Letween
the parties; 1t cannct be changed except 27 a writtern instrunent,
signed LDy tlie perty consenting to euch modification.

Sunject to purchaser's right of determinetlon vhether
exieting restricticrs, regulations or ordinarces pernit tre use of
gald nrenises as a coxe plant and -urchzser's option to terninate
ag aforescld, risk of loss or danage arising Trom the operatlcn
of s3aid rrenisges by nurchaser on and after July 1, 1947 1s assumed
by rurciaser, 3isk of loss or carage to s2id grenises Iron any
other cause until delivery of deed and ©tlll of sale 1s assumed by
seller,

Purchaser agrees ti~t cencurrently 1t delivery of
tiie Ceed and bdhe bill of sule to purchager, 1t will grent to
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geller a perpetual easement with respect to:
1, An exlsting lé-inch trensmission line from

the north line of the property, and on existe

ing 4=inch transmission lire connected thereto

and extending to the south line of the Coke

Plant property, and lying in thet part of

“he premises over which there exists an ease-

ment for roedway purposes,

2, An existing lé-inch transmission lins

beginning at the south end of the above

mentioned 16~inch line and running westerly

to the meter house; also an existing 6-inch

transmission line connected with the last

mentioned l6~inch line and runring southerly’

Yo the south line of the Coke Plant nraoperty,

retaining the right to revoke the easements

referred to in this paragraph upon ninety

days prior written notice,
Sald easements are to be more particularly descrited in the con~
veyances thereof to be deposited in the sforementioned escrow,
and are to provide that seller shall have full responsibllity with
regpect to the care, maintenance, operation and replacement there-
of and purchaser shall have no liability whatever ith respect
thereto_and shell be fully indemnified by seller with respect
thereto,

Anything herein to the contrary notwithstanding the
property to be conveyed to the purchaser shall not include the
metering equipment located in the meter house, such equipment
to be and remain the propert& of seller, and purchaser agrees
that such equipment may remain upon purchaser's property ac-
quired under the terms of this agreement without charge to
seller and may be removed by seller provided however that geller
agrees to remove sald metering equipment from purchaser's pro-
perty at any time upon sixty (50) days! prior written notice.
from purchaser requesting such removal, and provided rgrther,
while sald equipment remains upon purchaser's property, purchaser
shall have no liability whatsoever with respect thereto and be

fully indemnified by seller with respect thereto,
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All documents to e delivered and all notices to be
glven to the rurchaser shall be in writing and given by personal
delivery to Waukegan Coke Corzoration, or shall e sent by
registered mall addressed as follows: YWaukegan Coke Corporation,
Waukegan, Illinois.

Seller revresents that the contract Herein has been
reviewed by the 3oard of Directors of North: Shore Gas Company
gnd that the persons signing this contract on behalf of geller
have been duly authorized by the Board of Directors of North
Shore Gas Company and that seller till take all corporate
actlion necessary for the purpose of making a complete and valid
transfer of the real and persgoral nroperty and all rignts as
herein provided, including proper action by its Board of
Directors, and such necessary action by 1its stockholders and/or
bondholders as may be required, If such action i1s not required
by 1ts stockholders, opinion of counsel to that effect should‘be
furnished, including a proper affidavit by officers of seller,
in such form as shall be epnroved by counsel of purchaser, to
the effect that there are no liens against such property.

Anything herein to the contrary notwithstanding, the
obligation of the seller to sgell, obligation of the purchaser
to purchase the property to be sold hereuncer, shall be subject
to the following condltions precedent:

(a) Tre Illinois Cor.nerce Commission shall have

igsued ar approvriate order conserting to
and epproving of this agreement and the
eale and the conveyance herein provided for;

(b) Any other Federal, State, or local authority

having Jurisdiction in the premises shall
have issued an appropriate order authorizing

the sale and conveyance herein provided for;
and



(¢) Continental Illinoils National Bank and Trust
Company of Chicago, as ZTruastee unfler the
Indenture of seller cézted Decemter 1, 1941,
s=all have executed and delivered an instru-
inent of release such of the vroperty to be
80ld hereunder as 1is subject to the lien of
the said fndenture from the lien of said
Indenture,

If the above mentioned orders and release skall not
have been obtained within the period of twesty days from the
date of execution of this agreement, then this agreement shall
terminate, without any lizoility on the part of elther of the
;artles he;eto to the other party.

The deed shall be a full covenant and warranty deed,
in proper form for recordins, ans shell be duly executed and
acknovledged by the seller, at the seller's exﬁense, and ghall
be in such form as is acceptable to counsel for purchaser, Any
necessary revenue stamps snall ve effixed to thz deed and paid
for by rhe seller,

The bill of sale, assignment or such other documents
ag ars required for the »rojer transfer of title to all personal
property referred to herein shall include an adeguate descrippion
of all personal property and shall transfer and convey a good,
indefeasible, marketable anéd unencumtered T1tle thereto and be
in a form satisfactory to counsel for purchaser. ‘

The seller agrees that L. J. Sheridan & Company, of
éhicago: Illinois, is the broker entitled to e commission by
reason of this sale, and seller agrees to nay said broker all
commissions to which he is entitled. Seller agrees that should
any claim be made for broker's commission other than that pay-

able to L. J. Sheridan & Company throuzh or on account of any

acts of seller or seller's representatives, seller will hold
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purchaser free and harmless of any and all 1lability., This
provislon suall survive the ZJelivery of tne deed.
T‘J temeampyemmn o

IN UITUESS WHEREOF, the sgeller and purcheser have

signed and seeled trese presents the day and year first abdove

written,
NORTH SHORZ GAS COMPANY
CCRPORATE 3EAL By__/as A. W, Concver
President
Attest /s/ C. J. Mulholland
Secretary
WAUKZGAN COKE CORPOFPATION
C.
CCRFORATE 37AL 3y Thenas/Strachan, Jr.
President
Attest 1ter 1. Deffenbaugh
Secretary
STATE OF ILLINOIS )
COOK ) ss
COUNTY OF XAXE )
On this 25th day of June y 1947, before me
appeared A. W. Conover and ©¢. J. Mulholland to me

peraonally knowm, who, being by me severally duly sworn, did

say that they were, respectively President and
Jecretary ol the llorth 3hore Cas Company, a corporation

created and éxiating under the laws of the State of Illinois,

and that the seal affixed to the foregoiny instrument ls the

corporate seal of sald corporstion and that the sald instrument

vas slgned end seeled in behalf of sald corporation by authority
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of 1ts Board of Directors; and the said President
and Secretary acinovwledged the sald irssrument to

be the free act and deed of said North Shore Gas Company.

NCTARIAL SEAL /8/ Nine E, Pringle

Cogk '
Notary Publie, Uébe County,
Illinois

My commission expires:
Cctober 21, 1950

STATZ OF ILLINCIS )
COOK ) ss
COUNTY OF &mka )
On tiils 25th day of June , 1647, before me

appeared Thomas C.Strackan and Walter I. Peflencaugh to me
personally known, who, belng by me geverally duly sworn, did
say that there were, regpectively “resident and
Secretary of the Veukegan Coke Corporation, a corpora-
tion created and existing under the laws of the State of
Delaware, and that the geal affixed to the foregolng instrument
is the corporate seal of sal? corporation and that the sai@
instrument wes slgned and sealed in behslf of gald corporation by
authority'of 1ts Boerd of Directors; and the said President
and 3ecretary acknowledged the said
instrument to be the free act and deed of sald Yaukegan Coke

Corporation,

/8/ ¥arion I, Guyer

Notary Public, ig§§ County,
Illinois

NOTARIAL SEAL

Hy commission expires:
February 6, 1950
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RESOLUTION OF BOARD OF DIRECTORS
OF NORTH SHORE GAS COMPANY
RE SALE OF COKE OVEN PLANT

BE IT RESOLVED by the Board of Directors of
North Shore Gas Company as follows:

1. That, “‘n the Judgment of the Board of
Directors, !t is in the best interests of the
Company tha*+ *he real estate and other property
comorising tts Coke Oven ®lant Jocated ‘n Waukegan,
Ill!nois (hereinafter called the "Coke Oven Plant")
and being more particularly described 4in the agree-
ment set forth in paragrach numbered 2 below, be
sold; that the offer of Waukegan Coke Cofporation,

a Delaware corporation, to purchase the Coke Oven
Plant for the orice of $650,00C in cash, be, and

the s;me 1s, hereby accepted; and that, in connection
with said sale, taxes for the year 1947 be prorated
and certain miscellaneous oroducts produced at the
Coke Oven Plant be scld at the cost thereof as pro-
vided in the agreement set forth in paragraph numbered
2 below,

2. That the Presicent or the Vice President of
the Company be, and he is, hereby authorized and
directed to exécute and deltver, and the Secretary
or an Assistant Secretary of the Company be, and he
is, hereby authorized to affix thereto the corporate
seal of the Company and attest the same, in the name
and behalf of the Company, an agreement for the sale
of the Coke Oven Plant, in substantially the following

form:



3. That the vrover officers of the Compeny
“e, and *thev are, hereby author*zed and dirented
tc make, 'n *“he name ind on o2half of the Comvany,
aoplication to the Tllinots Commerce Commission,
an4 *o onv other regulatory HYody tha+ may have
turdsdicticrn of *he nronosed “ransaction, an? to
executed, ecknowledge and del’ver, in the name and
on behelf of the Company, all net*tions and exhibits,
and amendments *hereto, 2n? to atten? such hearings
and 50 do such other things, as may be necessary or
desirable ’n connect’on w'th obta'ning all necessary
orcders and zauthorfzations of s2¢2 Ill’nolis Commerce
Comm?‘sston, and of any other reculatory sody having
Jurisdtction of the orovosed transaction, anproving
of and consent’ng to ke szle v the fompanv of t+the
Coke Oven Plant and to the entering *‘nto anc¢ cerry-
ing out of the aforesa'd acreement.

4, Thst the ovrover off‘sers of the Comsanv be,
and thev are, hereby author!zed and directed to exe-
cute, acknowledge and deliver !n the name and on
behalf of +the Comoanv, 211 ~“ee”s of ~onvevance, *nstru-
ments of ass'gnment, and hills of sale necessary to
the consummzation of sa‘d agreement and to execute,
ecknovwleire an? deliver, ‘n the name ancd on hehalf
o® the Comnany, such further apreements and *‘nstru-

ments and to do such further things as may be necessary



or Zes'=able *to carry cu“ an? werform all otliega-
ttons o0 the Tcmnanv hv t+ +5 ke nerforme’ under

sa‘d agreement.

I DO VEZREBY CERTIFY that T am the duly elected,
~ugYIfaA and actinf _ Secretarv of NORTH SHORE
BAS COMPANY; *har +he foraceotng fs 3 =rue and corvect cony
of & resulution z7ov%ed Yw tha 3o2ré of Di‘rectors of said
Comnanvy at a meseting duly held on Jume 2%, 1047 a* which
meeting a guorum was present and votine throughout; and
that sa‘d resolution ‘s ovresentlv in full force end effect
an? has no* heen 2mended, mod!fled or resc'nced in any
resnect.

IN VI™NE38 WHEREOF T have hereunto set my hand
and affixed the corporate seal of North Shore Gas Comvany
th’s 29th dav of June, 1947,

. C. J. Mulholland
Secretary

(Corporate Seal)



June 30, 1947

Chicago Title & Trust Company
Chicago, Illinols

Attention: Mrs. B. A. Schrank
In re: t 74
Gentlenen:

With thig letter we transmit the following on behalf of
Waukegan Coke Corporation:=-

1., Certified check No, 2 dated June 30, 1947,
drawn upon Continental Illinols National Bank
and Trust Company payable to your order in the
amount of $400,000.00.

2. Indenture dated June 28, 1947, between Waukegan
Coke Corporation, first party, and North Shore
Gas Company, second party, granting unto the
second party an easement in said indenture des-
cribed and therein referred to as "Permanent
easenment,*

3. Indenture dated June 28, 1947, between Waukegan
Coke Corporation, first party, and North Shore
Gas Company, second party, granting unto the
second party an easement in said indenture des-
eribed and therein referred to as "temporary
easenent.’

The proceeds of the certiflied check are in payment of the bal-
ance of the purchase price and will be applied dy you in aocordance
with the terms of the escrovw agreement.

The indenture described in numbered paragraph 2 hereof 1s a
grant of perpetual easement described in numbered paragraph 1l on
page 8 of the copy of agreement attached to the escrow agreement.

The indenture described in numbered paragraph 3 hereof is the
grant of easement referred to in paragraph no. 2 on page 8 of the



Chicago Title & Trust Company =-2=- June 30, 1947

agreement attached to the escrow., Notwithstanding the provisions
of the escrow agreement, thls indenture is not to be recorded by
you.

The North Shore Gas Company is countersigning thies letter by
ite President to indicate 1its concurrence in the modification of
your instructions with respect to the recording of the indenture
described in paragraph no., 3.

WAUKEGAN COKE CORPORATION

By Tho c t
Ite President

NORTH SHORE GAS COMPANY

By__/a/ A. W. Copgver
Ite President

TC8Jr:pY
Enclosures

~COPY~



PAM,. MURD & REICHMANN
231 0 La Bacis Bregay

CH'CAGO. ILLINCID

July 14, 1947

Chicago Title and Trust Coapany
89 West vWashington Street
Chicago, Illinois

Attention: Mrs,
Re: [Esorow Ag

EganV‘ .
Gentlemen: // 4
We hnn& ou herewith, as Escrovee under the
above Esortw Agreamént enteréd/into between Waukegan Coke
Corvoratiecfi and Notrgh Shgo s Company on June 26, 1947,
the following on behe orth Shore Gas Comnany'

\ . Bilﬂ’ f sale froam North Shore Gas Comvany
to Wauk t:k\okyﬁo oration, dated July 9, 1947.

2 eagse Deed dated July 14, 1947 froa Contin-
ental Illinoil National Bank and Trust Comoany of Chiocago
to North Shore Gas Company.

Please acknowledge receipt cof the above mentioned
doouments.

Very truly yours,

PAX, HURD & RIICHMANN

By

HU:m)
snole.



July &, 1947

Chioago Title and Trust Company
69 sest ~ashington street
Chicago, Illinols

Attention: MNrs. B. A. Schrank
Re: Escrowv Agresment
zeorow No. 157493

Gentlemen:

Your attention is directed to the Agreement dated
June 26, 1947 between waukegan Coke Corporation and North
Shore Gas Company, a counter-part of whioch has been deposited
with you under tne terms of the adbove mentioned Escrow,

The paragraph numbered fifth recites, in part, in
the first sentence thereof that Illinolis Title Company \i»
prepared to issue their Owner's Title Insurance Policy to
rirst party. We have been advised that as of June 26, 1947
that was not the fact, and that more sccurately the reference
ghculd nave been to the gecond party. Tnis 1s to advise you
that you ehall lnour no liabilities to either of tne partlies
to the sald Agreement Dy reasgon of the sald inaccuracy.

The subparagraph (a) of the paragraph numbered fifth
of the Agreement authorites you to record certain documents
eet forth in the paragraph nuabered fourththereof. This 1is
to advise you that ycu are not to record the documents numhered
1, 2 and § described in the aforementioned paragrapn nunbdered
fourth hereof,

Yery truly yours,
sAUKEGAN COKE CORFORATION

By__lawrence E. Donohue
Ite duly authorised attorney

MORTH SHORK GAS COMPANY

dy__Carl H, Urist
Ite 4duly authorized attorney




PAM. HURD & REICHMANN
231 § La Sarin STeger

CHICAGO. ILLINO!S

July 1, 1947

Chiocago Title end Trust Company IR
€9 West Washington Street .
Chioago, Illinols . R NN
/ /" ~. ' \ -
Attention: Mrs. B, X. " Sobpas \

Re: Elcrcq\hgreeménvﬁ your #157493

Gentlemen:

N AN
“e hand you herevh@h, dl\iqorovcu under the above
escrow agreement. onterod inta Between Waukegan Coke Oorpore-
tion and North Shore Gas Company on June 26, 1947, the follov-
ing on btha1f of Korth Shora»ogl Company:

f f 1. Wgrranty dood’from North Shore fas Company %o

Weukegan Coke Corporrtion dated June 28, 1947,

3& Cortltlod ecopy of order of Illinois Commeree
Commiasio Pntsrqg ‘on June 26, 1947 in the matter of the
application oT North Shore fas Company (Doocket No, 35298),

3. Certified cheok of Pam, Hurd & Reichmsann payable
to your order in the amouat of $364,65,

The warranty deed desocorided in varagraph numbered
1 hereof is the deed referred to in Article Fourth (Item 4
thereof) of the esorow agreement,

The certified qeopy of the order of the Illinois
Commerce Commission is the order referred to in Article Pourth
(Item 1 thereof) of the escrow agreement,

At such time as you are prepared to record the deed
referred to in paragraph numbered 1 hereof in aoccordance vith
the terms of the esorov agreenent, you are heredby authoriged



and instruoted to purchase docunentary stampe in the amount of
$364.65 from the proceeds of the oheokx of Pam, Hurd & Relchmann
transmitted herewith and to affix sald stamps to the warranty

deed referred to in parsagraoh numbered 1 hereof anéd to there-
upon duly cancel eaid stamps.

Yory truly yours,
PAM, WURD » REICHEMANN

By

GBP:ep
enclosures



sk 2% medl.

Exhibit g

%
THIS INDENTURE Made this zﬂ ~ day of June, in the

year of our Lord one thousand nine hundred and forty-seven

(A. D. 1947) between WAUKEGAN COXE CORPCRATION, a Delaware
corporation, duly authorized to do businegs in the 3tate of
Illinois, First Party, for and in consideration of the sum of
One Dollar ($1.00) and other good and valuable consideration
to it paild by the NORTH SHORE GAS COMPANY, an Illinois corpo-
ration of 209 Madison Street, Waukegan, Illinois, Seecond Party,
the receipt whereof 1s hereby acknowledged, does hereby grant
unto the Second Party, lts successors and assigns, a perpetual
eagement over the following desoribed premises for the purpose

of maintalning gas transmiseion lines, sald premiges being des-
cribed as followa:

A atrip of land ten (10) feet in width lying
five (5) feet on each side of the following
desoribed center line: Commenocing at a point
whioh 1s 2485 feet East of and 543.06 feet
North of the Southwest corner of the North
¥est Quarter of Bection 22, Townghip 45 North
Range 12, East of the 3rd Principal Meridian;
running thence North Easterly to a point 21.4
feet Rast and 408.3 feet North of the place of
boglnning; thence Northeasterly to a point 59.4
feot East and 891,23 feet North of the place of
beg ; thence Northeasterly to a point 1420
feet North and 137.4 feet East of the plase of
begianing, said line being designated as
"permanent easement?’ on the plat hereto attached;

upon the following terms and conditions: _

1. It is understood and agreed that the title to the
transmission lines in the premises deseribed ghall at all times
remain in the North Shore Gas Company, its successors and assigns,

together with the right at any time to replace or remove all or
any part thereof.

2. All work in oconnectien with the maintaining, re-
newing and repairing of said transmiseion mains and all other
oequipment therewith, inecludiag replacessnts caused by the
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utilization of First Party's property, shall be performed by
and all cost and expense to be lncurred shall be borne by and
pald by North Shore Gas Company, 1ts successors and assigns.
All work done shall be in accordance with accepted practices
for such gervices and shall meet local conditions applicable

to design and construction.

3. Second Party, its successors and assigne, ghall
at all times indemnify and hold harmless First Party, its
suocessors and assigns, againet any costs, expenses, suits,
loss, damage, injury or liability of any kind whatsoever aris-
ing out of the construction, maintenance and use of the right

herein granted.

4, It is understood that the easement herein granted
1s sudbject to the terms and conditions of roadway easements
heretofore granted over the same premiges.

IR VITNESS WEEEEOF the parties hereto have caused these
presents te be signed in their respective corporate names by
their preperly authorized offiocers and caunsed their corporate

vy

S\UI{EQ:”“I to be hereto affixed the day and year first above written,
Lt Qe
S e Qe

VAUXEGAN COXE CORPORATION

[ ]
Wine-President.

NORTH SHORE GAS CONP

President.

Yot W

U}v‘-—osdd-m-wv\.-.-
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STATE OF IL INO
- 355.
COURTY OF =R

I, the undersigned, a Notary Public in and for said

County, in State aforepaid, DO EEREBY CERTIFY that

, personally known to me to
be the ¥tee~Presidept or a Coke Corporation, a Delaware
corporation, and » personally

- known to me to be the ~Assletent Secretary of sald corporation,
and personally known to me to be the same persons whose names
are subscribed to the foregoing instrument, appeared before me
this day in person and severally aoknoulodged that as such
Vice-President and Ageistant Secretary, they signed and de-
livered the said instrument as Vice-President and Agsistant
Secretary of sald corporation, and caused the corporate seal
of sald corporation %c be affixed thereto, pursuant to sutho-
rity, given by the Board of Directors of said corporation as
thelr free and voluntary act, and as the free and voluntary
act and deed of sald corporation, ror the uses and purposes
therein set forth.

GIVEN under my hand and Notarisl Seal this 3@?&;
‘v of June, A. D. 19“’7. . ) ‘.‘n" ’ T

STATE OF ILLINOIS i’
8
COURTY OF LAKE

I, the undersigned, a !otag Publiec in and for said

County, the _State aforesald, DO CERTIFY that
. L opov » personally known to me to
be t s of Ko ore Gas Coxpany, an Illinols corpo-

ration, and Y. LA personally known

- to me %o eresary of 4 eorporation, and pereonally
known to me to be the same persons whose names are subseribed
te the foregoing instrument, appeared before me this day in
person and severally notnovlodfoﬁ that as such President and

~ Seocretary, they signed and delivered the said ingtrument as
President and Seerstary of said ocorporation, and caused the
corporate seal of sald corporation to be affixed thereto, pur-
suant to authority, given by the Board of Direstors of sald
corperation, as their free and voluntary sct, and as the free
and voluntary aet and deed of sald corporation, for the uses
a.nd parposes thereln set forth.

\mN‘““lu/
GIVEN under my hand and Notarial Beal this 4 f-r”au
., A. D, 1947, -

L)

e

State of c::},: m()21388 Ngtary Publie.

“trpm
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AGREEMENT FOR PERMANENT
EABSEMENT

WAUKEGAN COKE CORPORATION
with

NORTH SHORE GAS COMPANY

C) hthllawt
209 M dreor
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THIS INDENTURE Made this jgday of June, in the
year of our Lord one thousand nine hundred and forty-seven
(A. De 1947) between WAUKEGAN COKE CORPORATION, a Delaware
corporation, duly authorized to do businesse in the State of
Illinois, Flret Perty, for and in conslderation of the sum of
One Dollar ($1.00) and other good and valuable consideration
to it pald by the NORTH SHORE GAS COMPANY, an Illinols corpo-
ration, of 209 Madison B8treet, Waukegan, Illinols, Second Party,
the receipt whereof ie hereby acknowledged, does hereby grant
unto the Second Party, 1ts successors and agsignes, an eagement
over the following described premises for the purpose of main-
taining existing gas transmission lines, sald premises dbeing
described as follows:? A

A strip of land ten (10) feet in width lying
rive (5) feet each side of the following des-
cribed line: Commenolng at s point which isg
2282,75 feet Rast of and 543,06 feet North of
the South West corner of the North West quarter
of Section 22, Township 45 North, Range 12, East
of the 3rd Principal Meridian, and running North
18.4 feet to a point; thence Northeasterly 221
feet to a point 135.45 feet Eaet and 192.9 feet
North of the place of beginning; thence Easterly
34 feet to a point 169.45 feet Eaet and 190.9
feet North of the place of beginning; thence
Northeasterly to a point 187.25 feet East and
222.4 feet North of the place of begimnning;
thence Northeasterly to a point 215.75 feet
East and 236.0 feet North of the place of be-
ginning, said line being designated as

temporary easement® on the plat hereto attached;

upon the following teras and conditions:

l. The right hereby granted may be terminated upor
ninety (90) days' prier written notiee given by the Pirst Party
to North Shore Gas Company, its successers and assigns.

2, It ias understoed and agreed that the title to the
transaission lines in the premiges desecribed shall at all times
remaln in the North Bhore Gas Company, its sucocessors and assigns,
together with the right at any time to replace or remove all or

any part thereof. In the event this grant is terminated the



North Shore Gas Company, lte successora and assigns, shall, 1if

go requested by First Party, or at 1ts own option, remove all

of 1its property and restore sald premlses to substantlally the
game conditlion as they previously were. In the event Second
Party falls to remove its property as herein provided and restore
the premises, First Party may, at itse optlon, do so and charge
the cost thereof to the Second Party, which cost the Second Party
hereby assumes and agrees %o pay.

3. All work in connection with the maintaining, renewlng
and repaliring of sald tranamiselon mains and all other equip-
ment therewith, including replacementes caused by the utilization
of First Party's property shall be performed by and all cost and
expense to be inourred shall be borne by and paild by North Shore
Gas Company, 1lts succeggors and assigns. All work done shall be
in accordances with accepted practices for such gervices and shall
meet local conditions applicable to design and constructlon.

4, B8econd party, ilts successors and assigns, shall at all
times indemnify and hold harmless Firat Party, itas successors
and assigns, against any costs, expenses, sults, loss, damage,
injury or llabllity of any kind whateoever arising out of the
construction, maintenanse and use of the right herein granted.

IN WITHRESS WEEREOF the parties hereto have caused these
presents to be signed in thelr respective corporate names by thelr
properly authorized officers and caused their corporate seals to
be hereto arfixed the day and year first above written.

WAUKEGAN COKE CORPORATION
BY

W ar

¥tow-President

BY

- President.

W\
AN

@3




STATE OoF ILLINOIS

COOK 38,
COUNTY OF KXKX

I, the undersigned, a Notary Public in and for sald

County, in the State aforesald, DO HEREBY CERTIFY that

THOMAS C. STRACHAN, JR. , personally known to me to
be the Y¥tamxPresident of Waukegan Coke Corporation, a Delaware
corporation, and WALTER I, DEFFENBAUGH , personally
known to me to be the Aseiwtxre Secratary of eald corporatlon,
and personally known to me to be the same persons whoee names
are subscribed to the roregoin§ instrument, appeared before me
this day in person and geverally acknowledged that as such
Vice~-Preslident and Asslstant Secretary, they signed and de-
livered the said lnstrument as Vice-President and Assistant
Secretary of sald corporation, and caused the corporate geal
of sald corporation to be affixed thereto, purseuant to autho-
rity, given by the Board of Dlrectors of sald corporatlon as
their free and voluntary act, and as the free and voluntary
act and deed of said corporation, for the uses and purposes
therein get forth.

GIVEN under my hand and Notarial Seal thls 30th day

of June, A. D. 1947.
Notary Pnblic.%’

Uy Commission Expires Nov. 7, 19¢g
STATE OP ILLINOIS )
COUNTY OF LAKE

I, the undersigned, s Notur Public in and for seaild

County, ;2, tate aforesalid, DO REBY CERTIFY that

v EA , personally known to me to
be the President of lorth Shore Gas Company, an Illinois corpo=-
ration, and , personally Xnown

to me to de the Beorotur: of sald corporation, and persgonally
known to me to be the same persons whose nameg are subscribed
tc the foregoling instrument, appeared before me this day in
person and severally acknowledged that as such President and
Secretary, they signed and delivered the sald instrument as
President and Seoretary of said corporation, and cauged the
corporate seal of gsald corporation to be arfixed thereto, pur-
suant to aunthor ty, gliven by the Board of Directors of sald
corporation as thelr free and voluntary act, and as the free
and voluntary aot and deed of sald corporation, for the uses
and purposes therein get forth.

GIVER under my hand and Notarial Seal this ég ~ day
of June, A. D. 1947,

¥y Publioc.



AGREEMENT FOR TEMPORARY
EASEMENT

WAUKEGAN COKE CORPORATION

with

NORTH SHORE GAS COMPANY
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Exhibit H

8T:7E OP ILLIN IC
ILLIR.IS COMMERCE CuM:ISSICE

In the Matter of the Application of
BOiTH & 2+ 3.5 Cx . NY for an order
suthori:zing enanges in the tyoe and
hesting value of Jas dilstriduted 1in
varl 28 olties tnd villages in Cook
and Lake Comnties, Illinnis, the
avpreval of Hevise. Rate Bchedules,
and suthori:zing the abandonaent of
cokxes plant operation and regovery of
the undevresisted sost of this plamg
on a "lan of awortization ajainast
future eamings.

Vo,

\

l°0 4 > JJ;

A

TO THE IL IN I8 CO:V}RCRER COMWIZ SION)

FORTH SHORE GA3 CONPANY, petitiomer herein, respestfully

represents ae follewst

l. Petitioner is sa Illinois eorvoration with its prin-
eipsl plase of Lusiness in the City of Waukegam, Illimouis, engsgec
among other things im the manufasture, distridution and sale of .as
in ﬁrlmu mmieipalisies and communities in Cook amc lake Counties
in the Smig o¢ xnua-. and 10 o paife utility vithin the meen-
ing of tae Rliimeis Pedile Usilities Ast.

8s i‘mam is new furnishing mesufaesured gas having
eR average heating velue of eppreximately 568 British Thermel ¥ni ts
P cubie LD in and adous the esities and villages of Bamneehburam,
Deerfidd, Glencee, Grays lake, Gurnee, Nighland Park, Aighweed,
Lake Bluff, lLake Foress, Lidertyville, Mundelein, Nerth Chicage,
Rassell, Therabury, Waukegan, Wimnetka, Winthrop Narde¥ and iiem,
lecated in the counties of «& snd Lake, Illinela. .



S. Petitioner provoses to alscontinue -anufsctured .aas
service in the citiee ana villasges above ‘'entioned and to substitute
in lieu thereof the furalshing of struight natursl gas serviece hav-
ing a heating vslue of sprroximtely 1,000 British Thermal Units
per cubiec foot.

The straight natural gss to be aistributed will be purchased
by vetitioner from the Natural Ces °ipeline Company of A erica,
an avolication for the approval of such distridbution and purehece
having been made to the said company on November 1, 1948.

4. Petitioner proposes 10 ke effestive in such ¢igies
and villases rate gon-~cules for stralight natural gss serviee whioh
will effect materiul reductions in the cost of ;as service to cus-
tozers located tierein as ¢o3m rec with the present rete sehecule
covering vanufaetured gas servise; the propogsed rate sshedule will
be filed with tnis Commission pursuant te the terms of the omder of
the Comeission in this sase. '

5. Petitioner proposes te zake;,; at 1ts own expemse, sush
adjustments as 1wy be necessary in customers' &8 buaring aprlisnses
in sueh eitics and villages te uabic sueh applisnee te utilise
naturel gas having & thermal eemtent of apprexinately 1,000 British
Thermal unise per sutds feet.

6o Ja gemmestion with the ehange from mapufsctured to
naturel gasy h vill bo umneeessry for petitioner to sontinwe
operations at ita Colee OvemPlant and it is preposed to slese this
phat'. and subjest % the sutherisation of the Cemmission, te resever
the undepresiated gost of the plent on a plan of anertization sgainet
eaninzs Oover a reasoneble period of years.

7. The proposed ehange in gas serviee will permit eertain
opera ting econocuies to be effested by petitioner and will imere«se



the espasities of petitioner's gas afstribution aystem and the pre-
posed rate achrdules will effect savings to suastomers, sll of wileh
will be in the publis interest.

8. Pesittiener has, coneurrertly with the trensmittsl to the
Comission of ¢t is petition for filing, nailed & copy of this petition
including the plan referred te therein, by Uniterd 3tates registered
7r1l to each of the cities rnd villales Lerein acove named, together
with a notice of the filing of the seme, and netitioner orays that
the Commission give to all such parties such notiee as is required
by law,

*YAEEYPUR Y, petitioner pruys that this Commiseion enter an
oyéer herein suthorizing petitiuner to change the type and heating
value of gas aistributed in the adove named eitles end villages
from snufactured gas having an aversge hesting velue of approxi-
mtcly 568 British Thermel Units per eudic £00% te naturel gas
havirg sn ave:nrge hesting value of 1,000 Britisn Yhermsl Units per
cuvic foot, and to file snd —ake e¢f estive, as natural gas servioe
beeoes aveilable, rates for natural gas servise in the form of
pronosed rates whieh will be sub=itted te the Comwissiom st the
heaTing on Shig petition; end sutherize petitiemer te qlese ita
Cexe Oven !h-t nom and resover the undepresiated cost on s
plan of An-tlntul Agrinst sarnings Over a reasomsbdle period of
Joars, and: h i sueh other and furthey provisions and orders
eongerning the prepesed shange over froam masufastured to natural
§88 a5 38y appeay apprepriats or nesesssry.

Dated et Waukegan, Illimois, this 7th day eof Nevember,

A. Do 1948,
NORTR BROR GAS CONPANYX

BY Ao B, Qepovey  (8igned)
EALL ARD q%gl ,
Atsterneys for Petitimmay President



STATR OF ILLINOIZ )
) ss.

C.UNTY OP LAKR )

A Wo CONOVFR, being first culy sworn, on cath atates
thut he is Preslident of the North Bho:e Jas Company, a cavperationg
th - t he has read the foregoing netition by hin subserided and atates

the the contents thereof are true in subatance a2nd in fsot.

A. . CONOVER _ (Signed)

SUBSCRIBED AND SWOHN T0
before we t'is 7%h QGay

of Movender, A. Ds 1948,

ALICE ELLSTROM _ (oigeed)

Netary Publise.

(sEAR)



ST.TE JP 1L kIS
ILLINOIS COPNTRCE COUMISSION.

In the ¥stter of the Aopliecation of
NOFTR SHULTE OkS Cusf 'NY fory sn order
suthorizing chanzes in the tyze and
heatin: value of gas distriduted in
varisus cities and ville.ee {1 Cook
ana [:s<e Coumnties, Illtnoia, the
sonroval of Revised Kate Bchelules,
snd authorizing the edandorment of
¢o<e nlant oneration and recovery of
tne 'mdeprecisted eost of this ovlant
on a dlan of awortization agsinst
future eamings.

LOCKLT Wo. 33864

AMERDNPNY 20 PETTRION:

T® THT ILLINOYB COWY WEE COMNYS: IONY o

NORTE BHORE G+8 COMPANY, an Illinois serverstiom,
vetitioner Nerein; By leave heretofore grinted by said Comvissien,
does heredy smend i%e petition heretofere flled herein by adding
as mragravhs 9, 10 end 11 %0 safd vetition, the fellewingr

9. Petitioner 2196 represents that it will %o necestsry
for vetitioner to emlarge 1% presens distridusion system snd te
sonstruet, overdite and meirtatn o twelvesinch gavw cletribhiion main
from a polnd"JOt Seuthesst of the Town of Owy¥ Leke; to rup in-a
goneral ust&’ diredtion Wrough the vetitioner’s service territory
sorresting dé“oﬁiﬁﬁ(’i'aﬁla- running Woréh and South) snd (v is
oreposed, Sudjeet to Whe suthorisuiitn of We Cémmiasien; te eon-
straet sush Alatrivotion sain slong the- rowte gesdrelly doseridved:
ag fOllowed - : - C .- s T

' " Condemeing en N south side of the waimproved: roed:
<nown aa Peterson Road st approximately the north
went eotred 0f (e’ soith wes¥ guarter of Bestion 7,

Townahip 44 North, Range 11, Rast of the Third ’rin-
eipal Neridism, County of lake, Stats of Illimois,



and extending eastwardly approxiuately 3,160 feet om
sald Peterser Road right-of-way through the above-
nontiocned ion 7, Towmship 44 Nerth, Rangs 11,
Buat of $he rd Prineipel Heridizn, to the inter-
sestion Of Petersom Rowd with Yilwaukee Road (State
Route 81,) thenee sontinuing eastwarcly ap reximetaly
8,700 feet along s .uth siae of said '‘Ulwauicee Hoed
right-of-way to the interseetion of Milwaukee Foad
with State Route 63 sna Buexley Hoed (State Ro.te 20),
tnence exstwardly ssrroximmtely 19,478 feet on the
South side of Puckley Road rignt-of-any te the inter-
seation of Suekley FRemd with Telegraph Meac (State
Roite 48-4,) thense approximately 8,878 fees on the
South side of Buekley Road right-ef-way 16 the iuur-

seetion of Buskley Koad and Green Bayand e
Roads, 8514 intersection known ss Pive Points, -M ~
thence eastwardly apuroximtely 8,000 feet om qu
Roed te Sheridsam Road (Btate Route 48) in the North
West Quarter of Seetion §, Townshiy 44 Rorth, Range
18, Zast of the Third Prineipal Neridiams

ss shown on the plat heretefors offered in evidense ss Petitfemer's
Exhidit 9.

10. Petitioner proveses anm tltermate route to senform
vith above reute omly te the peint aentioned on Duekley Read ad
the intersestien of Telegrarh Moed (State Reute 48-i,) Nerth Rast
Quarter of Section 15, Towmahip 44 YNerth, Range 11, Rast of the
Taird 7rineisal Nevidian, fres whieh peint the slterm te olan 1s
rdly me 18,700 feet on Tolegraph Resd
i in Othhﬂ Read in the North West Quarter of
iy €6 Boyth, Range 18, East of the Thire Primeipel
| N’ntﬁ frea adove-asntiened peint ot Buskley

Read -ﬂ‘fdomn Read ems w=ile plus or nimus en Telegreph Bead
and themee castwardly threugh prt of Seoetiom 1, Tewnahip ¢4 Jeorwa,
_Bange 11, East of Whe Third Prineipal Seridian, through Sestions

6, § and 4, Tomghip ¢4 Nerth, Rangs 18, East of the T™hisd Priaiepal
Neridian, inte the Gity of Nemh (hicape.

e



lle Petitioner hes, congurrently with the trenswittal of
t-1s petition te the Commission for flling, msiled & aopy of tnie
setition by United Btates registered aail to esoh of the gities and
villages nawed in the application, togeth r with a notice of the
fili~g of the same.

Petiti mer also a1enus the oranyer for relief gontuined
in the netit:ion hereto’»re filed Dy adding thereto the followings

Petitiorer alse prays that this eomnission enter an order
snd 1asi1e to petitioner a sertificate of converndienss and necessity
to construst, over-te und waintain a twelve-ineh yas distridution
=ain for the enlargewnt of its dlstribution system slomg the
ro ite nereinabove 4in this petition mere fully deseribed.

Leted at Taukegsn, Illinols, this 3rd day of Deeeabar,
Ae. D. 1948.

NOKTE SHOME QAS Cou 'PANY

BY

Presidms

STATE OF ILLENGIS

/ as¢
COUNTY OF LANR

7 A.J;; lﬂlo’lﬁ. being firss duly svorn, em Oath astetes
thet he i3 presidemt 0f North Shore Oas COpany, a sOppamation}
that he has read the foregeing sendient to petitiam By hia sub-
serided, »nd states thal the sase 1g true in substanse and inm fast.




SUBSCRIBED LBD SWORE T0
before ne this 3Ird day
of Degender, A. L. 1948,

Notary “ubtlle.

BALL - ND YUL.K
Attomeys for Fetitioner
8 Borth Geneesse 3Streetd
- Wauxse.an,; Illinocis
Tele none - Hejestie 8300.



STATZI OF ILLINCIS

ILLINCIS COLLEZACE CUMMISSICN

In the Matter of the Arplication

of WCRTH SHQRZ GAS CCUFANY for

Congent to and Arproval of an Agree-
ment for the Sale by liortn Shore Gas
Company of ite Coke Cven Plant locat-
ed in the City of Waukegan, Illinoils,
and for the Congent to and Approval of
trne Sale and Conveyance provided for
Dy tne =aid Agreement.

et

o, 55298

— et e e s e

FzTITICN OF NORTH SHCORT ~AS COMFANY

To the IL_INCIS CCHMERCE COM.IISSICH:

NCRTA SHCRE GAS COMPANY, petitioner herein {here-
inafter called the "petitioner"), respectfully shows and
represents to tails Commission as follows:

1. Trat petltioner is a corporation duly organized
and existing under and by virtue of the.laws of t.ie State
of Illinols; 1s a public utllity witzin tne meaning of Sec-
tion 10 of Article I of an Act entitled "An Ac; Concerning
Public ﬁtllitlea“, as amended, now in force in the State
of Illinole; has 1itse rrinclpal rlace of business in the
City of .aukegan, Illinols; is engawed, among other things
in tae manufacture, (subject to the statements made below),
distribution and sale of gas in varlous municipalities ard
communities in Cook and Lake Counties in the State of Illi-
nols; and is authorized by its Articles of Incorporation,
as amended, to own, operate and diepose of the property

rhereinafter mentioned,



.

2se That Ty orier of tnis Cc:mission,‘en:ered on
tre €t Zay of Jaruary, 1946, in Docket No. 33264 peti-
tioner was authorized, Ainter alia, to change the type and
neating value of tic zag furrished by 4%, by the furnish-
ir7 of netural ias having a heating value of approximately
1,000 British Thermal Units per cubic foot in lieu of

marufactured zrs having an average neating value of ap-

proximately 5635 Spitish Thermal Units per cubic foot,

wn

Since that date, January 2, 1946, the necessary
installacions for the rendering of natural zas service
by netitisrner nave been corpleted:; and necegsary adjust-
ments in customers! gas burning anmpliances to enable the
use of netural Zas in such appliances are Deln:s made
throuchout the territory served by petiticrer, at peti-
tioner's cost and expense., It is estimated that the
tagk of .saking such adjustments will be substantlally

'qqmpleted, an; tne clhange-over completed, on or aonout
“Nay 15, 1947,

Petltioner 1s now serving natural gas to about
one~hglf its customers; it 1s anticlpated that the use
of gas manufactured at the Colte Oven Plant located at
Waukegen, Illirols (hereinafter called the "Coke Oven
Plant") will he dlscontinued no later than the date of
consumnatlion of the sale.

3. That, in the above mentioned order of the Com-
missicn, entered on tne 8%th day of Jaruary, 1946, the

Commission found, inter alia, as follows:



"(7) that the cove oven nlant of the
netittoner located in Yaukegan is not su't-
ahle for use as a stand-bv reserve and that
the netitioner should he author'red to dis-
cont‘nue the oneration of the sa‘d nlan+ at
*he *ime of the chanze-over from manufactured
+o natural eas. and with resnect to the amor-
tizatton of *the sa‘c nlant the Commission will
{ssue ‘+ts further and suvnlemental order nre-
scribing the manner and details of the sa‘'d
amortization; ®#e« "

Tn the above mentioned orcder of the Commission,

entered on the 8+h day of Januery, 104A, the Commisston

also ordered, inter alla, as follows:

'Y

"IT I3 FURTHER ORDERED that the North
Shore Gas Commany be, and i+t ‘s hereby, auth-
orized, unon the substitution of natural res
for manufactured ras as aforesaicd, to discon-
tinue the operation of *ts coke oven nlant and
to amortize the said nlant, but the manner and
detatls of the said nlan of amortization will
he covered ‘n a subsecuent order of this Com-
mission and jurisdiction retained for that
nurpose.”

That netitioner desires to sell and convey to

Yaukepan Coke Cornoration, a Delaware corvoration, and

Vauktegan Co¥e Coroorattion (hereinafter called the "Buyer’)

deefres to purchase and acouire from vetitfoner, the vron-

erty constitur‘ne and comnrisine the Coke Oven "lant of

net.it{oner located in “'aukegan, Illinois, ‘ncluding real

estate, together with the buildings. structures, erec-

tions and constructions thereon, and certa‘n nersonal

nronerty, includinm machinery, tools and eguinment, and

oneratinn materials and supvlies, all as more fully set

forth in the apreement entered into betwveen net‘tioner

and the Buyer, dated June 2t , 1647 (heretinafter called
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the "Agreement"), a true and correct copy of which is
hereto attached, marked Exhibit A and made a part hereof,

The sale and conveyance provided for in the Agree-
ment are mace gubject to certain conditions precedent,
including, among other things, the entering of an
appropriate order of conasent and approval of the Agree-
ment and of the sale and conveyance provided for therein,
by thies Commissicn, and the cbtalning of a release from
the Trustee under the Indenture pursuant to which certain
bonds of petitioner are outstanding (as more fully set
forth below in paregraph numbered 8 herecf).

Fetitioner 1s informed that the Buyer is a Delaware
corporatiocn and proposes to use the property to be
acquired by it from petitloner for the purpose of manu-
facturing ccke for indugtrial purposes, and that the
Buyer is not a public utility within the meaning of
Soe}§9§ 10 of Article I of an Act entitled "An Act
Co_}é ng Public Utilities" as amended and now in force

in the State of Illinois. Petitioner and the Buyer are

not "arffiliated intereste" within the meaning of Section 8a
of the sald Act.

6. That the purchase price provided for in the
Agreement 1s the sum of Six Hundred Fifty Thousand
Dollare (362¢,200). The Agreement also rrovides for the
proration of taxes for the year 1947 and for the sale by
the Company of miacellaneous products produced at the

Coke Oven Plant st the cost thereof.
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7., That the purchase price was determined by arm'i
length bargaining and negotiation by officers of petitioner
and repressntatives of Buyer, and the said purchase price
wag accented and approved by the Board of Directors of
vetitioner at a duly held meeting called for that pur-
pose. The sald price represents the fair value of the
Coke Oven Plant cn the date of the filing of this petition.

8. That the Ccke Oven Flant 1g subjlect to the lieh
of the Indenture dated December 1, 1541 of petitioner to
Continental Illincle National Bank and Trust Company of
Chicago, &s Trustee; and, as above stated, the prcposed
sale and conveyance of the Coke Oven Plant.under the terms
of the Agreement are subject to the condition precedent
that petitioner shall have obtaired a release of the Coke
Oven Plant from the lien of sald Indenture pursuant to the
pro;islons of the said Indenture., Petitloner proroses in
connection with gecuring sald release, to devosit the
‘ n;iglcdl of sald sale in the amount of 3650,00C with the
_ caid Trustee, pursuant to and in accordance with the terms
and proviaions of the sald Indenture.

9. That petitioner cannot at this time present to
the Commission a plan of amortization of the Coke Oven
Plant, and therefore petitioner renuests that the
Commission retain jurisdiction with respect to the manner
and detalls of the vlan of amortization thereof.

10. That the sale and conveyance by petitioner of

the Coke Oven Plant as herein described will not interfere
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in any way with the furnishing of natural gas service to
the publlic in the territory in which petiticner operates,
and such aale‘and conveyance will be in the best inter-
ests of retitioner and will be in the publie interest;
and that this petiticn gsnould reasonably be granted, and
the public will be convenienced thereby.
thls Cemmigsicn enter an order (a) consenting to and
aporoving of the Agreement for the sale and conveyance by
petitioner of 1its Coke Oven I'lant located in Waukegan,
Illinois, and consenting to and aooroving of the sale and
conveyance therein provided for, as herein described to
Waukegan Coke Corporation for a purchase orice of Six
Hundred Fifty Thcusand Dollars (3650,70), under the terms
and conditions herein set forth; and (b) granting sueh
further relief as the Commission shall deem fit or necessary.
Dated at %2t§:§3ﬂ, Illinote, this __25 day of

June, A.D. 1947,

NORTH SHORE GAS COMPANY

CORPORATE 3ZTAL 8y _/8/ A. W, Conover
Pregident

ATTZST:

/8/ C. J. Mulhclland
Secretary




STATE OF TLLINOIS )
) 38.
COUNTY OF COOK )

A, W. Conover and C.J.Mulholland
, being first duly sworn, on oath depose and
state <hat *hey are ‘he President an- Secretary, respec-
tively. of NORTH SHORE GAS COMPANY, s corporation; and each
of them resnectively states that he has read the foregoing:
petition by him subscribed on behalf of North Shore Gas Com-

vany, and that the contents thereof are true in substance
and in fac*.

/8/ A. W. Conover
President

__/s/ C. J. Mulholland
Secretary

NOTARIAL 37al

SUBSCRIZBED and sworn to before me,
this o5+n day of June, A.D. 1947.

v -

Notary Public

My commission expires: February &, 1949
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STATE OF ILLICIS

ITLINOIS CONAUZRCZT CRUAIS3ION

In tte matter of the epplication of ¢ Exhibit I
Nortk Shore Gas Coxzpsny for an order

euthorizing changas in the type and :

hesting alue of gas distributed in

vericus :ities 2nd villages ian Cook
2zd Lake counties, Illinois, the :
ap:roval of revised rato schedules, :
i2d azthsrizing ks absadonment of
ccxe pla-t operation and recovery of :
ths unde:.reciated cost of this plant
cn a play of asortization against :
future sirnings.

(&
[C)
N
[
e

£y th2 C.omiecion:

On llovemder 2, 1945, the Noxrth Shore Gas Corpeny filed its petitiom
ia the alove entitled matter. On Decumber ., 1945, -n cmsndnent to the said
petition was filed, ZTursuvant to due notice as raguirod by law and br the
rules an. regulations cf the Commiasion hearinzs weie held at the offices of
the Comm ssion in Chicego on November 28, 1945, and on Decenger 7, 1945, At
ths eaid hearings petitioner was fepresented by 2ournsel and atpearances ware
aleo ent-red on tehalf of the citiee and villagss of ITorth Chicago, Lake
31u=0f, L:ko I'orest, Winnetka and Glencoe. The Zion Industries, Inc., was
zrantcd eave to intervene in the said proczedings and appeared at the said
aerrings.,

The application as amended 3eeks authorization cf this Commissicn
to changs the type and heating value of the gas distributzd by potiticner in
cerialn zities and villages served by it, the approval of revissd and reduced
rats ssh2dules, the authorization of sbandonment of the operatica of retitiomer's
coke cvex plant, end amortization of “he said plant, and for a certificate of
convenieice and neceasity to construct, operate and maintain a certain
twelve-i1ch gas distribution main for the enlargement of petitioner’3 gas

distribution system,



-

\,\.Ge‘

The proposal of the petitioner in brief is to change over its
entire system from service by manufactured sas to service by natural gas.
The manufactured gas now supplied to consumers is obtained mainly from a coke
oven gas plant located in Waukegan. This plant, as shown by i{he evidence, has
become inadequate to supply the needs of the public in the territory. The
coal used to produce this gas is West Virginia coal end the cost of that coal
hae increased from {3.48 per tom (into the ovens) in 1933 to 26.79 ror toa in
1945, 7The patitioner has been Unable to attach new end sdditional customers
since 1942 and in the year 1942 had a serious interruption of supply. An
adequate supply of ratural gas will become available to the petitiocner if
cortain auythorities are granted in a proceeding now pending before the Federal
Power Commission, and the proposal of the petitioner in the case now before
the Illinois Commerce Coomission 1s contingent upon the outcome of said procead-
ings boefore the Federal Power Commission. The petitionsr groposes, in the
event tkat the change-over to matural gas is made, tc file new rate achedules
'hiéh will represent a substantial saving to custormers as compared with the
present rates for service by manufactured ges, and alsc proposes to bear the
axpense of adjusting customers' appliances to permit the usa of natural gas.

The Comuission has received communicetions from ‘he following cities
and villages, some in the form of reeolutions ard otihers in xore inrormal
zanner, hut all approving the proposed change-over end suggesting favorable and
speedy act{g by the Commission; Deerfield, Grays lake, lighlandi Park, lake
Blufrr, Lui.!,orut, Libertyville, Mundelein, Yaukegan, Winnetka, Winthrop
Harbor end Ziom. No representations have besn made to the Cormission in
opposision to the said plan either by municipalities or any other parties.
The city of Lake Forest presented a witness whose testimony supports the
proposal of the petitioner.
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Zaers apzears o be urgency with respect to t:9 changc-over Lo natupal

£as, primarily in order %hat edequate gas service vo rendered to the public in
tials territory but also in order that the public receiva the benofit of the lower
cotes. In view of this fact the Commission will enter iis ordor at the present
%ime with raspect to ths matter of change-over, rates, and cortificate of
ccnrenience and ~ccssaity, and will also authorize the ::nor-tization of the
Tauxazan ccke ovin plant but will reserve jurizdiction for e puipose ¢f diTectir3
Jarthor detdils ith respsct (o the sald emortization. In @i conasetion it may
23 pojnted out thai the Waukegam coke oven plent isa unsuitableo Tor uge ag a
stand-uy ro3erve Jor thse Teason that a coke oven plant ¢azmnot Lo put inte sorvice
cuickiy vbut raguirass a long perlod of wrarming up acd, =hen out of service for g
considerabla lensth of tine, may require considerable rsplaccasnt of rafractory
brick or otier natcrial before the plant can agailn be placed in oparation. This
ozplanation is zade for the reason that same suggestions have been mede in
connaction wwith this proceeding that the said plant be retained for stard-by
Turposes.

The Commission having considered the aforesaid petition as amended and
all of the evidence, both oral and documentary, the statenznts of counsel and
others who have entered appearance, and being fully advised in the premises, 1ia
of the opinion and finds:

{1) that the North Shore Gas Company, petiticner, is a corporation

duly organized and existing under the lawe of the State of

Illinois and is engaged with charter powors so to do in the

manufacture, distridution and sale of gas to the public in

various mmioipalities and communities in Cook and Lake counties

in the State of Illinois, and is a public utility within the

reaning of "An Aot conoerming public utilities”, as snmended;

(2) that petitioner is now furmmishing to the public in the said

territory manufactured gas having an average hoating value where

it is produced of approximately 565 British thermal units per

cubic foot and that the said gas is so distributed in and about

the cities and villages of Bannockburn, Desrfield, Glencoe,

Grays Lake, Gurnee, Highland Park, Highwood, Lake Bluff, Lake

Forest, Libertyville, Mundelein, North Chicago, Russell,

Thornbury, Waukegan, Winnetka, Winthrop Harbor, and Zion;

3=
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-~ VD) LA, oimiisoInd on the dujecme of CIUBEIN JYt ..o E T LT pairilag
Sefcra Lo Iodorud Pexer Covmissicn, .3%iiisrs o il - U3 avtaileoble
dor digtituiion $0 the publie i: su~,t1t cles Qo thy aid
neaufactured ges, an adequate eundly 2 piiuz il a8 2nd gl
vetitioner groposes tiae distribution  nd ralec 7> ki 2vilig of
straight natural gas haviag a heating valus of -zononiizatzly 1500

-~ critish ther-al units per cubie fcot;

{¢) <kat > 3schedule of rates for natural gas 3ervics which _°t*t onsy
JrorIst s o 123xe effectiva in ezch of thz citica ard —ilis
s;scif;,d cadé 1n their eaviroms, vill roould in o u7,~aJ, 07=r-all
2riag o tie avosent oustonsrs of ncii-isner soodinztoly
- 1T.65% co¢ will not result ia inercasing Sheo ULLZ: SR AT IS ol
TTassul cuatnaTIvd;
'5)  <that sha prosdsil change in heating velus of o3 hrinch tie
ICLONO3L ,1:agc—3ver-will vogult In a rmotipiel izoucasc i tho
cayaciiy of matitioner’s siorags, sruccmizelen ani fizixibvaticn
- systen Jcd incilities by reasom of tho increas:ti tharmzl aontent
of tae 723, cm'a that both by reason of ¢hs 3aid inorcas2d thorzal
ceatent of %he gas and by reascen of $he cucingd ia covren of sunnly

and oy T-arsan Af mew comstructicm purzucat o tho corvifigais of
ccavanicnee und necessity keroin autazirizced 1o abilivy of tue

— 2281ticner to render adequate gas sorvics o Tua 2ublic will to
éreat;s incrsased;

{6) +trat in connoction with the aforesaid chanzz-over it =1ll te
necesgsary to make certain adjustmonts in ccasizars® ga3d varning
apiliances aad that petitioner ghould at it3 (wn expsnce as coon
ag it starts the disiribution of straight natural gas in the aforc-
saic¢ ccmmunities proceed with reasonable dispatch to make, or causs

e to ta made, necessary and appropriate adjustmz.ats or chasnges in
consuders' gas burning appliances, all to the snd that the said
apoliarces be arranged to utilize with rsacorable efficiency zatural
228 havirg a thermal content of approximately 1000 British thermal
units ver cubic foot;

- {(7) that ths coke ovem plant of the potitioner located in Feukegan is
not suitable for use as a stand-by reserve ard taat tho pstitioner
should be authorized to discontinue the operatioa of the said

~ plant at the time of the change-over {rom Zamulaciursd to ratural
243, and with respect to the amortization of tho a=id plant the
Commigsion will issue its further and supplemental order prescribing
- the mqmmer and details of the said amortizatica;

{8) that patitioner should be authorized o discontine the supplying

of mamnfactured gas in the cities and villeges above cpecified and
in their environa and to substitute in lieu thareof siraight natural
gas having a heating value of approxirmately 1000 British thermal

- units per cubioc foot and to file and make effective a schedule of
rates covering natural gas in the form of Petitioner’s Exhibits 2
and 2-A as filed in this proceeding, such sckedule to become effective
for each of the said cities and villeges and their environs upon tho
gubstitution therein of the proposed natural gss service for the
preseant manufactured gas service, which schedules shall thereupon

- supersede and cancel the petitioner's existing schedules for manu-
factured gas service in the sald communities;
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(9) ¢hat in comnacticn with the chenge from mepufacihursd €0 natnral Sao
cervice it ~ill be nocessary for petitioncr to aalcize ita preemnt
distribution systam end to comstruct, operate nud maintain a ¢zel7s.
inch gas distribution main fram a point just togutheast of the Towm
of Grays Lake, Lake County, Illinois, to run ia a general easterly
direction through the pstitioner's service arritory ccmnocting with
oxieting zas oains running north and gouth, and to ¢onatruct such
distribution :1ain along the route generally deccrited as follcows:

Cormsicirng 22 the couth gide of the unirproved roed knowvn as
Poterson Rcad at approximately the north wes* corner of the
goutkrest cuarver of Soction 7, Tommshin 44 Lorsh, D=nze 11,
Zast of $has Trkird Priveipal Meridiaz, Ccunt:s of Lake, S:ato
nf Tllinois, c2d extending eastrwardliy aguvronimately 5,139 fest
=1 ezid Peisrcon Road right-of-way through tho atove-mentioned
.ection 7, Tzvnsehin 44 North, Rapge 11, Fagt of the Third
Principal UYorician, to the intersection of Pziorcon Road with
Milvenkee Pcad (State Route 21), thence coniinuinz castzardly
approxitatoly 3,700 feet along gouth side or said Milwaukee
Road right-of=i73y 30 the interesction o7 Milraukeo Aocad with
State Touto 65 and Buekley Road (State Fouts 23), ticnco eact-
ardl;r eoproxi:ately 19,475 feet on the Soutia 3ide ¢f Bucklecy
Resed ight-of-way 50 the intersection of Euckley Road with
Tclegraph Pond (State Route 42-A), thence ap-roximately 8,275
foet on the socuth side of Buckley Road right-of-ivay to the
intersecticn of Buckley Road and Green bay and Do=noy Roeds,
saild inter3ection xmown as Five Points, and thence castwardly
approxinmately 5,000 feet on Downey Road to Snsriden Road (State
Route 42) in the North West Quarter of Section 9, Township 44
ilorth, Rarge 12, East of the Third Principal eridian.

(.0) that it may be necessary for petitioner to use an alternate route in
place of a portion of the above route, the above route and the alternate
route having been approved by the State Highway Department and the ues
of en alternate route being dependent upon certain improvements to be
nade by theo Stata of Illinois Bighway Department, said alternate route
to conform with the above desoribed route only to the point mentioned
on Buckley Road at the intersection of Telegraph Road (State Route 42A),
Northeast quarter of Sectiom 12, Towmship 44 North, Rarge 11, East of
the Third Principal Meridian, from which point tho alternate plan ia
as follows:

to extend esouthwardly approximately 12,700 faat on Telegraph

Road to the intersection of Rockland Road in the North West
Quarter of Section 19, Townahip 44 North, Range 12, East of tha
" Thisd Principal Meridian, and to extend north from above-
mentioned point at Buckley Road and Telegraph Road one mile plus
or minus on Telegraph Road and thence eastwardly tarough a part

of Section 1, Township 44 North, Range 11, East of the Third
Principal Meridian, through Sectione 6§, S eand 4, Township 44 North,
Range 12, Bast of the Third Principel Meridian, into the City of
North Chiocago;

said route and alternate route being designated on the plat roceived in
evidence as petitioner’'s Exhibit 9; and
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(11) +tuat a certificate of convenience and necessity should be gransed to
potitions: for the construction, opaeration enl =aintozcace of gas

naing along the routes herasinabove specified.

IT IS THERFFORE ORDERZED that North Shore Gas Ccmpany, an Illinois corpora-
tion, be, aad it is hereby, authorized to change the tyre and heating value of gas
digtributed in the cities and villages, and their cavirons, of Bamnockburm,
Tasrfield, Cloncoe, Crays Lake, Gurnes, Highland Park, Highwood, Lake Bluff, Lake
Farcst, Libortyvillo, Nundelein, North Chicago, Fussell, Thorabury, Winnetka,
jaukegan, Winthrop Harber and Zion, frem manufacturad gas having en average keating
valus of aparoximatoly 585 British thermal units psr cubic foot to straight natural
zZas having a heating vslus of approximately 1000 British {heimal unite por cubi:z
foot, saild a1eating value ctendard of spproximately 1000 British thermal units psr
cubic foot to continue in effect unless otherwise ordersd by this Coxmission.

The zas horein authorized to be distributed shall, when it is tested in a
placs where it is consumed, have a monthly average heating valus of not less than
1000 British thermal units per cubic foot and at no tire shall the total heating
value of tho gas at ouch point be less than 950 British thermal units per cubie
fcot.

IT IS FURTHER ORDERED that the North Shore Gas Company be, and it is
asreby required, at its own expense, as scon a3 it starts the distridbution of gas
in the aforementioned communities having a heating value content of anproximately
1000 Britiah thermal units per cubie foot, to proceed with reasonzble dippateh to
make, or cause to be cade, changes in, or adjustments of, facililies and equipmont
used by its customers ir the consumption of gas, to the ond that service rendered
in the use of such gas of approximately 1000 British thomrel units per cubic foot
ghall be at least as efficient as the service which is now rendored in the use of
mapufsctured gas.

IT IS FURTHER ORDERED that when the Nerth Shore Gas Company increases
the heating value of tho gas distributed to its customers in the aforesaid communi-
ties to approximately 1000 British thermal units per cubic foot it shall cencel
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tne ochadulen of ratco for manufecturad gas now in efPest Az o5 foTth in Lelliiants
exhibit No. 1, and shall 2ile e scheduls of ratee as aet Iforth ia patitioner's
Exhibiis Nos. 2 and 2-A filzd bherein, in such a manner a: to mcke caid rates avail-
able to customers of pstitionar in the aforesald communitisg,

IT IS FURIFIR CRDEZRED that ths permission hersin srant:d shall rot zo :nto
esfact vatll puch tize ae the Faderal Fower Cocmmissicn 23 srouitsd a peroit to +us
Natural G23 Fipslinas Company of Amerieca autihorizing the furnischizng of zmatvral 327 (o
patitioner, en applicztion in that bchalf having been f£ilcd by -otitioner with
Natural Gas Fipelina Sompany of America on November 1, 1945, a copy of sald applica-
tion having tz2en racoivad in evidence in this proceeding as positioner's Exhibit 10,

I? IS FURTH:R CARDZRED that the North Shore Gas Cermpeny be, and it is hareby,
guthorized, upon ths substituion of natural gas for manufacturad gas ss aforesaid,
t2 discontinue the operation of its coke oven plant and to cmortize the said plant,
but the manner and dotalls of the said plan of emortization will ba covered in a
subsequant order of this Commission and jurisdiction retaincd for that purposs.

IT IS FURTHER ORDERED that North Shore Gas Company notify the Commission
in writing of the date on which the change to natural ges having a heating value of
approxirately 1000 British thermal units per cubic foot is made in sach of the cities
and villages hereinabove specified within five days of the date on vhich such change
is effascted.

IT IS JURTHER ORDERED that a certificate of conveniwnce and neceasity be,
and it 1s haro,; granted to the North Shore Gas Company to enlarge its pressnt
distridbution ci. by the constriction, operation and maintenance of a twelve-inch
distribution main from a point just Southeast of the Town of Grays Lake, Lake County,
Illinois, from the pipe line of Natural Gas Pipeline Company of America, to rum in
a general easterly direction through the petitioner's service tsrritory, connecting

with existing gas mains running North and South, along the routes described in
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findings Nos. ($) and {10) above, said certificats Jeing granted upon the express
nrovision that authoriiy or permission to use lands to be occupisd by the atove
described mains shall be secured from landowners aad/or public authorities as required
by law, |

The Commissica expressly retains jurisdiction of the subject matter and
sarties for the purpose of teking such further action and iscuirg such further order
in the premises Aas may appear necessary or proper, ¥ith rospect 0 tic azortizaticn
2f tho coke nvea plant of the petitioner and with raspect to any other metters whero
furthsr acsion of this Commission may at eny time a)jpear appropriate.

3y orier 5f the Commission at Springfield, Illinoiao, %his 8th day of

Jgnuary, 1346,

(Signed) JOSEPH F. GUBBINS
Secretary

(SEAL)
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In the ..2%%s» ¢l tre An-ilzation }
of UCRIF 85CTz ZAS 074V for Consent )
to and ap-revel of en Acreement fom )
e Sale Yo UCTTF SUTRT OGAS CCLTANNV of )
Ite Jousn Cven Flent Lcenzed In tre Tity ) Yo, 2E7;CE
of “faule com, Illinaie, sald for oche )
Jciusent e en’ atorovel of the Sele and )
lonveyance Freviied for by the Said )
Arreenent, }

')
'n
e
(9]
(%]

frn June 2%, 1647, CIORTV SEORT A3 CCMPANY (here-
inafter scrmetizes rrfer-e’ t¢ e e "-etltlnner") friled
nereln it the Jemnieslon ites verifiel netition -raying

therein for the consent and an-~roval of the Conmnission to

f

t=e agreerent Jatei June TS5, 1%L7, attacned to sall retition,
ag vetiticner's Exhiblit A, and herrinafter gometines referred
to af trhe "Agreemsnt", entered into Letween the netitioner and
“ACKEGAN CCYT CTTPCRATICY, a Zelavare zor-oraticn (herein-
after sometizes referred to ac "ruyer"), and for the consent
and approval of the Tomitiscsion to the sale and conveyance
zrovidel fer thereln, in azcoruanie -iith the terme and pro-
vigione of ire Agreement, to the Fuyer by the netitioner,

of the real ectste and other nrowerty comrnrisging its Coke
Cven Flant lrza%ed 4n Yaulteize~, I Lintis (hereinafter conme-
timeég referre’ to as thg "Coke Oven Flant") as more fully
degeribed in t-e Agreement. A hearing wae duly authorized

ty the Cormlegicn ar” nrli tn t=ic maSter on June 25, 10! 7,



before a duly autirorized txaminer of the Ccmmission, at the
effices cf the Zcmmissicn, at Chlgego, Illincls, at which
hearing he n2il%icner oresented ite evidence in suovort of
sald netiticon and the matter is now duly submitted to the
Tommiseslion for 2dlsnceition,

Frcm tha sald netiticn and the evidence submitted
in suonort therecf, 1t sovvears that:

1. The netiticner is a corvcration duly crganized
and evisting under and by virtue of the laws of the State
ef Illincis and is a oublic utility within the meaning of
Secticn 10 of article I of an Act entitled: "An Act Toncern-
ing Public Utilitles", as amended, ncw in force in the 3tate
of Illincis, and that the netitioner 1is authcflzed by its
Articles of Inccrocraticn, as smended, to cwn, ovnerate and
diesocse of the Coke Cven Flant.

2. The netitioner is engaged, among other things, in
the manufacture (subject to the statements made below), dis-
tribution and sale cf gas in varlous munici~alitles and
communities in Zook and Lake Counties in the State of Illincis.
By an Crder of this Commission entered on Jsnuary £, 19486,

in Dccket Ne., 239284, retiticner wag autheorized inter alla

to change the tyve and hesting values of the gas furnished
by it by the furnishing of natural gas having a heating
value of aocreximately 1,779 2ritish Thermal units =er cubie
foot in lieu cf manufactured gas having an average heating
value of aovnrorvimately 585 Sritish Thermal units ner cublc
fcct., The =etitilcner has comnleted the necesssry inestalla-
tions fcr rendering of natural gas gervice; necessary

adjustments in custcomers' gas burnlng avvliances to enable



the use of ratural gas In such arrzliances are veing nade
tureouzhout tiie territory served Uy netitioner, at zetitioner's

crner that sie

s

- - Y - 1 oea - T
exmense, -7 ig egtintateld T etit

$%

cCEt arn

ra:ing of such adjustnents will e sulstantially completed

—
)
1
‘0
[+
«t
-

on cr abeut Tulr 1s, ticrer 1s now serving natural

1,

12 L3 anticirnatec by
nevitioner thrs 1Ts use of zas nanufaccured at the Coke Cven
Plant wilil Tte Siscontinued no later thon trhe date of consunn-
~tion of <he sclie,
n the above mentioned Créer of tre Comrnlssion
encered on canuary 2, 1903, tie Comiission found jinter alia,
as rollows:

T{7) shat the coze oven plant of %ne retitioner

located in “Jaukezon is not sultahle for use as a
stand-b; reserve ané thet the zetitloner siould De

artrharicel the orneraticn of the szaid
rlant at < “;r crange-over rrom marulactured
%o notural oo s regnhect to tihe amortization
of -2 sali nlant tie Cemnission will lssue its

fortier and supnlenentol order nrescriiing tie smanner
and det~ils of %he soid enortization;" )

Y. <@ evicence chos thiat ne lerth 3hwore Cos
Cemmany nas made rrovision I'or a reserve or stand-Ly suprly
of sasg, By constructing two plants for producing so-called
‘as, These loving a ceonbinci canacls
n1llion cubdic Jzet of as ver fay, In additicn the existing
water plant is Yeirg cecnverted to produce 1000 3,7.0. gas.
Tre earacity of tiole -lart, s6 coavorted, iz tro nmillion
cuaie feos ver “ny, Holder cazmacity in the arount or . our
nillion cudblc feet i3 now provicded,

Tirse ragures arovide A~ veserve or tiancé-dy
- e

canacity of trrelve millillon cubic Teet cof niph 3.7.0. Cas

e A2y, in addition to four million cubic feet of sas 1n tre



hiolders whern tiey are filled,

The mresent rnatural ras gun-tlc 1o odbtatned Trem
tnie it line of tie lUatural Fas Plre Line Conmpany of
Angrica. Tiere is presently allocated to petitioner ‘rom
e nine 1ine 12,200,070 cubic feet zer day maxinmun, e

- : S s An

“TUu8 L0 eXCecs Ci .l

0

-

w0

. . LR T S Y -~ B
resesve o stanli-r sanacities

o the quantiiies ol gas to Le taten from trhe pipe lire on

g marimun 4day This Ls also apnpzroxnimately the exsected load
O She 8rster Udr a ool Japr Juring the ensuing winter,

In a7Zltion to ‘e forejclar rrovisions, L% azpears
that 500 2,7.7, ron from the oneration of the Coxe Cven Flant
will he avallnnle if reeled in an cmergency, and tils gos
can de enricnid To bring it to 1050 3.T.U., Zeating velue
centent, Gos s¢ obtalined and enriciel twrould lovever cost

- e - . P Yoo
noas guroaisat netural Zas, hut it

(23

five %o six Simes as ~u
migat Le useld in an emergency. To zernmit tiis, 1t 1s wro-

posed to leave ir nlace a 1Y connecting main and other
Tacilitles, so %:~% <ie &~ can te Tr-assitied to the tre-

rl

sent "north station" of setitlioener.

It trerefeore aznears that tie proposed sale of tiae
Coze Cve: Plons s aere =mronceeo” wLL1 et 1nterlere wrish
the ahility ol tiic petitioner to discrarge its duties as a
public utilicy.

4 The motisicnes fesires to gell anld convey to

- ®

3urer, and Suver lesires to nunciage and accuire from jeti-

tioncr, tihe =roperty constituting and comprising tie Coke

Cven Flans, incluling the real est-te tozetier witlh tlae
builddinge, ssrociures, erectlons and conetructions tlerecn,

and certain =mergonal rroncriy, including rmachinery, tools



L)
in
~n
D
[¢1]

ard egulpnment, and oxncrating materials and supnlies, all
a5 nore full; sot fouti Lo toe Arreerent,

£, Trhe petitiorer is inforzed tiat 3uyer is a Dela-
are dorporation and rroroses %o use the Coke Cven Plant to
e acualrel oy LT fromopetiflcner for the ruriose ¢f nonu-
facturins colle Jor industrial guryoses, and trhat Suver is
not a public utility ritiin the nmeanirs of Section 10 of
Articie I o anm Act ~ntitlsdr Mar ace Tenecrnuang Fullic

Ttilitles", ae amerded, and nov in force in tihe State of

w

Tllinols, 7Petitioner anéd 3uyer are not "affiliated interests'
sritiiin the soaning of Sectlon (a) of £ait Act.

7. -ne sale and ccnveyance noovided for in tie
Agreenert are made subject to certain conditions precedent,
incluling, anenp othwer taings, tiie crntrnring of an ap-rogrinte
order of congent and aprroval of t.ue a_reenent, arnéd of the
sale ané conveyance nrovided for therein, Uy the Commission
arnd tae oktaining of a releasge c¢f tiie rregevrty te Se sold

fron the lien of tihe Indenture nentioned below,

The purchase price provided for in tiie Arreenernt

(0]
.

.

ig the suwm of 852,027, The Anreenent ~lsc provides Tor the
nroraticn ¢ “axes Tor thie year 13<7 and for the sale of
riscellanecus »roducts nroduced at tie Coke Oven Flant at
the cost tlercof,

2, The purchase trice to be zaild for tie Coke Cven
Plant and otler rroverty to be sold under tae terms of the
srecmens vorrescnts the Talr value tiereof, on the date of
the f1ling »f <ie sald petition, enl salld surciase crice was

ceteriiined oy arm's lenztlh bargalning and negotiation by

officers oI retitizner and rejresentatives of Suyer,

-5 -
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10, T:e Coke Cwver Plant La subject to the lien of

the Indensture latsd Cecemher 1, 1

N

Ly 27 =esitioner to
Continental Illlnols lational 3anx and Trust Company of
Cricago, as Trustee, and <thie sale and conveyance provided
far Ty Thf Anvcenent are sutvject to Ttz condition nrecedent
tat tie Temrony shall have ohtained tlie release of tie Coke

er croverty %o be solé and conveyed under

(o]
<t
@®
o
—
]
3
<t
»
3
(3
o
<t

the terns o tle Agpreenent, from the lier of said Infenture
zursuant To Ti.e rrovisions tzereof, Petitiorer =-rorvoses, in
connection -itxh securing said release, to dencelit 50,000
ursuant to and in rccerdance wita tlhe
ternc and mrocotticlens of salll Indenture,

11, Tle -etitioner cannot at tils time nresent to
the Commizelisn o zlon of cmortization of tre Ceke Cven Plant,
ant zes renusgted tiie Comnission to retein jurdsdiction
with respect <o tie manner and details ol tie plan of

anortication slercof,

e Commission havin: consicdered tie sald verified

]

retlition anc tie evilence uresented in sunport tzereof and

-

being fully afviges L ti.c nmire.ises, 1s of tne cpinion and
finds tact:

1} Ts¢ Corriesion Las Jurisdiction of retitioner
T2 suhlcctaratter o s-44 veriiied npetitlion.

2V T..c recltals of fact lLereirabove get forth
in tills Crier are sgupported by trne evidence introduced
in t=e record lLierein.

TLe co*sent and g-i1coval of <iie Commission
asensdly De renved te Yoo Alvsenent in o ~nd
“o ondoed :.e salu and converance t.erein proviled Doy
the rsetiticner to the :uyer, in accordance it T:e
termeg ard grovisions of tli¢ Agreenent.

[
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cf the Commission siiould be

re% r.e nanner and detalls of tre
plan =f Titloner vrith resvwect to th
- Cole Cven
(s Ti.e prayer of said verified setiticn may
reagsonabdly be granted and the public will be convenlenced
. thereo;,
IT I3 TUIRZITCRED CRIZIRIZ Ly v ie Illiincis Conmerce
-
Corriisslion 2z Tollovs:
(A) 7That tle consent, approval and autiorization of
toe Cotlesion we :nd tie sate are herehy Ironted
- to tle A-ree.ent,

(3) That tie cconsent, aprroval and asutherization of

t..e Cormilsslon e and the same are lerebr pranted

%2 lerti: Snhore Gas Coxpary to sell and convey sald
Colze Cven Flant as described in the Acreement to

Vauliegan Colie Covrroraticn e tic consideration of

(C) T=at tie consent, an:rovel and authiorization of
tie Connlssion e ~nd tiie same are neredby sranted
to llortii Sl.ore Gas Comvary <o convey and transfer
- ' said Coke Cven Plant and othner nroperty to e sold
ari corveyed as 3cgerited L, =nd ir accordance
\'/ ©rit: toe ternig and provisions of, the Agreciient
to Vautesan Coize Cormor-tion, by executing, acknow-

lec o inm acd felivering te sridé corroraticn such

deed or dcels or conveyarce, ill or bills cf sale

'3

ané other ingtrunent or instrunients of transler o
arzloancnt an mey e apuvopriate, sreser or Jesir-

atle.
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I7 IS FURTHER CRUZAID that tle _urlediction or the
Comuission Lo nerety retained -r4tlh res-ect So e ranner and
Cetalls =7 The ~lan ol amertizatlon as Yo said Coke Oven Flant.

I7 I8 FURTHIR CRDIZRID that lorti Siiore Gas Conpany
e onl eretr Lz o~utiiarized to executs all inetrumenss and
to mexrfern nll acts neces:zary to Slve 2frect to tie crayer
containeé in galdld verified netition of torth Shore Gas Company

in 4his mattor con June 28, 1747, and $hnt all of said

€2

Tilz
-

instrumente onl All of g2 3 acts are acredy consenved to,

arproved and autnorized,

3 order of the Comrissicn at Clhicaso, Illinols,

tole 28¢a ésr o June, 1947,



SIATZ CF ILLINOIS

TLLILN0IS CCLLERCE COMMISSION

In the catier of itho applicaticn of :
North Shore Gas Cohpany for an order
authorizing c'ang ¢ in tas Yype ard
heating value of gas distritutad in
verxou cities and villazes ‘n Cook
arnd Lalo countias, Tllirnois, (h2
apmrovel of Tivizsec Ratz Schedales,
and authorizizg tae averdeazent of
cclk2 pla=t opsraticn and rizevivy of
tM'mmummﬁud'mzoftueﬂLc
cn a1 pian of cmoriizetion zizinpst

- R
futurs carain:s,

33204

S8 w6 be o4 »s Be es s a8 s

CTrIlICATE CT CLIVEINIENCE AND JECESSITY

CHEREAS, the North Shore las Conxpany, hereipafter referrsd to as the
p3titioner, is a ccrroration duly orgzanizzd and existing under the lavs of the
State of Illinois &¢nd is eageged, among other things, with charter powers o to
do, in the tusiness of distributing ond selling gas to the public in various
sunicipalities and nlaces in'%ha State of Ill;nois, and as sﬁch is a public
utility. subject to the jurisdiction of this Commicsicn; and

writhIAS, the said petitioner has made application to this Commission
for a cartificate of conveniencs and necassity to comstruct, operate and mainiain
ceriain extensions >f its gas distritution facilities and to trarsact a gas public

;:ility business in connection therewith, as hereafter more particularly doscribed;

and

WHEREAS, this Commission by order duly entered in the above entitled
cause has authorized the issuance of a certificate of convenience and necessity
for (1) the construction, operation and maintenance of a twelve-inch gas distri-
bution rain to run in a general easterly direction through petitioner's service
territory connecting with existing gas mains of petitioner running ncrth and
south, and to construct such distribution main along the route general described

as follows:



on tha sutl £ido eof 2 uwrimprovad riad mem
at ed 2t approxdmatoly the nortimess corner of

he soaz-?~st qLawtﬂr o? Scetion 7, Townehip LL lorth,

2ange 11, EFast of the Tuird Principal ke ridlan, County of
Lake, State of I’llno;o, erd oxtendlng eastwardly approxi-~
zately 3,160 le2t cn s2id Petorson Road rignt-of-way through
the abovemanticned Saction 7, xawnshlp Ll Yorth, Range 11,
Fast of th2 Tuird Principal Yeridian, to the 1nterueCtxon
of Psterson Road witvh Milwxaukee Rcad (State Route 21),
therce continuinz castwardly approximately 8,700 fcet along
south cid2 of said Hilaau<cz Road right-of-way to tze inier-
csoctien of Hilwaulce 3oad +with State Route 63 and Bucklsy
Road (State lRoute 20), thance sastwardly approxizately
19,475 fcat on the South side of Buckley Road right-oi-wmay
to the iaterscction of Zucklsy Road with Telezranh Road
(State Reouts 42-1), thence cpproximately 8,275 fcet om the
South sice of Buckley 3Fcad right-of-way to the intersection
of Cuckldcy 2cad and Gresn Bay and Downey Fwads, said inter-
sa2cticn kiewn as Ffive Peizts, and thence eastvardly approxi-
zately 5,000 fect ca Dewncy Road to Sheridan Road (State
Poutz 42) ia the Horth Tect Guarter of Secticn 9, Towmsiip
Ly Morth, fNange 12, Zast cf the Third Principal Meridian;

and since it ray te neccssary for vetitioner to use an eltornate rcuts in placo
of a portion of the ztove reute, tha zlove routs and the alt errate route having
bteen approved by tha Stats Higlrray Derartzent and the use of an alternate route
being deperdent upon cortain improverents to te rade by the Stats of Illinois
Highway Dzpartment, said alternate route to conform with the above descrited
route only to the point mentioned on Buckley Road at the imtersection of Telegrarch
Road (State Route 42A) Northeast quartor of Section 12, Township Lb North,
Range 11, Fast of ths Third Principal Yeridian, from which point the alternate
plan is as follows:

to extend southwardly approximately 12,7C0 feet on Telegraph

Road to the intersection of Rockland Road in the North West

Quarter of Section 19, Township Lk North, Range 12, East of

the Third Principal Meridian, and to extend north from above-

mentioned point at Buckley Rcad and Telegraph Road one mile

plus or minus on Telegraph Road and thence castwardly through

part of Saection 1, Township LL North, Range 11, East of the

Third Principal Meridian, tarough Sections 6, 5, and 4,

Township Ll North, Range 12, East of the Third Principal

doridian, into the City of North Chicago;
said route and alt ernate routs being dzsignated on the plat received in evidence
as petitioner's Exhibit 9; and (2) the transaction of the business of furnishing

natural ga2s to the public along the route of the aforesaid gas main; NOW THEREFORE



T 2% IGIBT CIETICIED that publie csnvyziaiznce and nzeossiss roguirs
ha coaciruction, operation and czintonarsa of th2 ges distrikution linss and
facilities and the trarsaction of a natural gas public utility business, all

&s :vainbefore dsscribed.

YRS CUATIFICATE is issuad by tac Illinois Commerce Co=nission to the
aforcsaid politionszr pursuant ©o the provislons cf Seocticn 55 of "An Act concarn-
ing Tuoiiz wtilitizs”, as azended, ond ©y Artue ol an order of this Comrmizzien
hereiniclors ralfazrred to cad duly entored in this cause e¢n this Cth day of

January, 1946, 2ad subcct o the torzs axd conditions of the sa2id order.

JOSEPH I', GUSBILS (Signed)

Sceretary
STAL

ILLIMNOIS COMXERCE CCIMISSION



Exhibit J

FNOW ALL MSN RY M™HESE PRESENTS; Tha* the
undersgiene? Yersw Srorz 723 Cemnany, an Tlléro‘s
coraoraticn, for and in ccnsideration of One ($1.00)
Dollar and other valuable cons!derations to '+ ‘n hand
naid, resce’r+ whereof ‘g herenhv acknovledpged, ~coes

herebv sell, assi‘gn, transfer and set over un%o
Vaukepan Coke Corvoratfon, a Delaware corporation, 81l
the undersipned's rirh*, *i+le,and “‘nterest *‘n and %o
“he goo?s and chat+els descrixed in Exh*bit "A" attached
hereto and mede a pnart hereof.

mo kave and holZd, all and s‘ngular, the said
roods and chat+tels *o the sa’d VWaukegan Coke Zorooration
and its assigns forever.

The understgned warran*s *he+ {1+ has due and
lawful authority *o convey %o Yeukegan Coke Corporat!on
all the aforesa:d goods and chattels and that *he same
are free and clear of all l'ens an? encumbrances of
everv ¥'nd, name and descrintion whatsocever, and the
title hereby conveyed the unders‘gned shall forever
warran* and defend,

IN WTTNTSS VWHERTOF, “‘he undersigned has caused
this instrument to be executed by *ts Prestdent, and *is
corvorate seal to be hereunto aff‘xed by *'+ts Secretary

thts 9+h ¢ay of Julv, A.D, 1Q47,

NORTH SHORE GAS COMPANY

oy A, W, Conover /s/
Pregident

ATTEST:

€, J. Mulhnelland /s/

FEeati




STATE 2% TTITNCTS)

) 8%
COUNTY OF LAKE )

On *h's Q%h “ay of July 1GL7 ) hefore me
apneared A. ., Tonover, <0 me versonally knovn, who
be!ng by me duly sworn, did4 sav that he ‘s the
Pregicent 0° Ncr+th Skore Zag Comrarv, snd thet +he
seal effixed to *he with'n ‘nstrumen* ‘s the coroorate
seal of said corvoration, and *hat sald ¢‘nstrument was
s‘gnad ar” snale”d on hehal® of 33’ acrnorition hy
authort+r 09 41+3 Beosrd of D'rec*ors, and ;aiﬁ A, W,
Conover acknowledred sa*d “‘nstrument *o he the free

act and reed of satd corvoration,

J. P. Fess /s/
Notary Punhltc, lake County, Ill‘nols

Mv Cemm ssion Exnires Nov, 4#-19850



ATRIDAVTT

STATE QR TITTVAOTS)
) S8

COUNTY OF LAKE )

e undersieoned “enpses and sevs +hat+ he
*s *he Presg’dent of North Shere Gas Company, *he
vender named 4n the w'thin RB<11 of Sale; tha* he
hag Yno-ledor of *+he fPacts, °nf +»a+ +ho congidere-
tion fnr +ha game wes actull and 2decquate, and +that
the same was g'ven ‘n good faith for the. durnose
he=a’n s»+ “ortk, and nct miven "o secur‘*y or for
tha mirmnnge o0f “efraud‘ne credf*crs or subsecuen®

purchasers.

A, Y, Conover /s/
BPresident

Subscrited and sworn to hefore ne
this Q+h Ay of Julwv, 1o47,

J. R, Hess s/

No*arv Puhlic, Lake Coun+tv, Ill‘nc's

My Comm!ss‘on Exnires Nov., 4, 138C



CXHISIT A = Page 1 of 3 pages

Boiler _and Boiler Plant Tquivment:

2 - 511 HP Heinle Boilers with Cox Stokers and suxiliary
equipment

- Alr Compressor

- Soiler Feed Pumps

Electric Pumps )

- Fas Zngine Pump ) In Power Plant for

- Steam Turbine Fire Pump ) Water Supply Systen

RN
'

Electric Power Eguivment:
2 - 750 XVA Allis Chalmera Jenerators and auxiliary equipmen:
1 - Turbo Exciter
1l - Switchboard and 3ear
Transmiesion Equlipment and Sub-Station

Coikze Ovens:
3l - Koppers comnlete ovens with auxilliary equipment
Pusher - Larry Cz2r - quenching Car - Door Machine
Collector Mains

Producer Plant Egquipment:

1 - 10" Koppers Gas Procducser and auxiliary equipment

Coal Handling Fculpment:
1l - Peansylvania Crusher
4 - Mixing Machines .
1 - Sauerman 7 yard Drag Line System complete
1 - Mead-Morrison Fast Unloader (On Coal Deck)

Soke Handling Tquipment:

- Gyrex Screens

Gyrex Rescreen

Buckwheat Vibrex Screen

- Coke Crusher

- Car Loader and Loadlnz Boonm

- Set Calcium Chloride Storagze and Mixirg Tanks and
Spraying Apparatus

el ol X7
]

Purification Equipment:
1 - Liquid 3as Purifier System

By=Products Equi»ment:
- Saturators

¢

2

2 -Pand A's

1l - NH3 8t11l

2 - Exhcusteres

3 - Gas Coolers

1 - Napthalene Scrubber
S - Tanks

1l - Tar Decanter

1 - Conveyer

jutomgbile Eculpment:
1 - 134C Plymouth, 2-Dosr Selan, Factory No. 142181z,
Tazine N2, P9-248101



EXHIBIT A - Page 2

Machine Shoo Equioment:

2 -

o
1

Lathes
Radial Drill
Shaper
Gri-der

Saw

Laboratory Touipment:

4 -

[
1

[N SN S
[

el Y X
'

Laboratory Balances

Distellation Rack with Cooling Trough and Bunson
Burners

Burette Table

Susply of Zlassware (Laboratory)

Electric Muffles )

Gas Mot Plate ) In three section hood

Gas Distillation Equipment)

Water Still

Laboratory Benches

Two Section Hood

2ortanle Gas Meters

Electric Drying Ovens

Conmpressor Machine

Orsat Apparatus

Junkers Calorimeter

Bomb Calorimeter

Ash Fuslon Furnace

Stock of Laboratory Supplies

Miscellaneous Equjpment:

Surveying Instruments: Transit and level
Truck Scale, 75 Ton, Falrbsanks Morse
Truck 3cale, 27 Ton, Fairban:s Morse

2 -

= oMo

Caterpillar, 15-ton Cranee
Hopper Cars

Yard Locomotives

Reclaim Cars

Yard Screens

Portable Conveyors

Car Unloader

Service Building Equipment:

62 -

1l

> O N o
[}

S8inzle Lockers

Banks, each Double Lcckers
Benches

Circular 'ash Stands
Shower Units

Johnson Motor Steam Line:

Overhend
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EXHIBIT A - PAGE 3
OFFICE FURSITURE ANT EZQUIPMENT

Feneral Offlce Sullding

Burroughs Hand Operated Adding ¥achine - Serial No, 821135839
Burroughs Hand Cperated Adding Machine - Serial No. A-57E6777

Burroughs Hand Ocrerated Adding Machine on Stand -
Serial No. 4-1229569

Monroe Calculator Electric Opersted Serial No. KAlB1l-B6557
Underwood Typewriter Jtandard Model No, 3 Serial No, 771050-11
Remington Standard Tyvewriter Model No. 16 3erial No., 2438002
Remington Standard Typewriter Serial No. 5050

Office Safe (Combination) Standard type - Remington

Four drawer steel Filing Cabinete

1-18 drawer steel Filing Cebinet (card)

o G o

(
W W 3 o

37
23

Deaks, Typewriter

Desks, Standard Flat top

Tables, long, one with glass top
Arm Chairs, round bdack, dark,
Chairs, swivel, & dark, 3 light
Chairs, etraight back, light
Steel Lockers (wash room)

Wooden Benches, reception room

Steel, padded, folding chairs
Steel, 3 gection, file bins

1 Small Steel Cabinet, key lock, (in vallt) 2 door

~ 1
1

2

W WL

[

Four Seotion bookcase wooden base and top
Two Section vookcase wooden base and top

Laboratory Cffice Equipment

Tahles, office, one with two drawers and glass top
Degk, standard, flat top

Three Section, 4 door, wooden base and top, Cablinets
Swivel Chair

Straight Back Chaire

Book Cases, 3 section, glass door wooden top and base
Four Drawer steel Filing Cabinet

Five Brawer Steel Filing Cabinets

Five Section, bzox case, wooden top and Dase, gZlass doors

3cale Housee

1l
- 1

Swivel Chair
Straight back Chair



WARRANTY DEED

THIS INZENTURZ WITNESSETH, tnet tre Grantor, NORTH
SETEI GAS CCMPANY, an Illinois Corporetion, having ite
orincipel office st 209 Medlson Street, Waukegan, Illinois,
for t-e consi‘erstion of Cne Doller (%1,00) ~nd other good
and vsluable consiieration, snd pursuent to authority given
by the Board of Directore of said corvoretion, under a reso-
lution thereof sdopted June 25, 1947, CONVEYS and WARRANTS
unto WAUKZGAN CCKE CCRPCRATICH, a Telaware corporation,
duly suthorized to do bueiness in the State of Illinois,
tre following Zescribed Real Estete, tc-wit:

Commencingz st the South West corner of the North West
quarter of Section 22, Townshinp 45 North, Range 12
East of the 3rd P, M., Waukegan Township Lake County,
Illinois; thence North Easterly, making a North East
engle of 89 Jegreee and 25 minutes with the East and
Wegt center line of eaid Section 22, to a woint on
the North line of City Street, &6 feet from, messured
at right sngles, the Eagt snd Yes® center line of
s8sid Section 22; thence East with end slong the North
line of 8si1d City Street, psrallel to the East and
West center line of said Section 22, 585,37 feet to

® point on the North Westerly lire of Harbor Street;
thence North Easterlv, with snd slong seid North
Vesterly line of Harbor Street and meking a North
Essterly angle of 75 degrees, 1° minutes snd 10
saconds with lesst described courase extended Esst
119,43 feet to a point:; thence East, varallel to

and 181,47 feet from, measured at rizht sngles, the
ssid center lins of Section 22, 373,861 feet to a
voint; thence North Easterly, making # North Easterly
anzle of 50 degrees, 1 minute and 15 seconds with
lsst demcribed course extended East 417.44 feet to
the point of beginninz: thence Epst vsrallel to, and
543,06 feet from, measured ot right angles, the seid
center line of Section 2%, end making e South Easterly
angle of 119 degrees, 58 minutee and 45 seconds with
last described course, 1389.49 feet, more or less,

to » point on the shore line of Lske Michigsn, (this
course to be known es the first course): thence North
Wegterly, with and along ssid shore line to an inter-
section with a line runninz perellel with snc 1420
feet North of, messured at right engles, the 3outh



line of the property hereby conveyed, being the ssid
first course, (this course along ssid shore line to

be known ss the second course), ssid shore line being
eponroxiretelv pe follows, running Northerly end making
e North Westerl- enzle 07 /8 cdeygrees and 55 minutes
with ez3d Tirst course, 176,16 feet to &2 voint: thence
North Easterly, continuing 8lonz ssid shore line and
making a North Eaeterly angle of 4 degrees 59 minutes
and 15 seconds with lest fescribed course extended
Northerly A75,5 feet to & point; thence continuing
North Essterly, with end slons seid ehore line snd
nekinz 8 North EZassterly enzle o* 4 degrees, 52 min-
utes #nd 4% seconde with lest Zescribed course ex-
tended Northerly, 573,67 feet to s voint, (end of
descrintion of shore line): thence West, 1°50,39

feet to e polnt, (*nie course t: be ¥nown as the

third course), the lest descrived course also being
nerellel to end 13170 feet North of, measured st

right fnecles, the South line of nroverty herein des-
cribed; thence South Westerly, msking & South East-
erlyv anzgle of 100 degrees 31 minutes end 33 seconds
with laaet fescribed course, (being t-e seld third
ccurse), 430,92 feet to & moint, {thig course to be
¥nrwn p8 the fourt™ course); “ience continuinc Soutn
Wegterlv and making a Sout- Westerly angle of 19
degreee, ?7 minutes and 9 seconde with lesst Jescribed
course extended Southerly (beinz the fourth course),
16,08 feet to the point of beginning, (this course

to te 'Yrnown e8 the fifth co:rse), tosether =ith all
sccretione trereto ond the rivsrian rights spnurtenant
thereato, but subjlect to eny right, title snd interest
of the Elgin, Joliet and Eastern Rgilway Compeny in
and %o the steel raills, ties an? switches snd other
meterisls of the rsilrosd track uvon ssi? ovremises,
end tozether with pn easement 7¢r tr-e nurnoees of
ingress snd egrees hetween the vroperty descridved
herein and the public streete of the City of Waukegan
grsnted by tnhe Elgin, Jollet and Eastern Railway
Company in the deed dated March 14, 1927 end recorded
March 13, 1927, in Book 252 of Deeds, page 610, as
Document £95717, in the Office of Recorder of Deeds

of Lake County, Illinois, »nd together with “he builld-
inzs, structures, erections snd constructions on the
stove described resl ectate, and sll end singular the
tenementas, hereditsments and apourtensnces thereto
beloneing or in any wey sovertsining, situsted in the
City cf Wauvregen, County of Leue and Stete of Illinois.

Tre fore-oing tract is conveyved gubjlect to =enersl
taxes for the yesr 1947 and theresfter snd to zoning and build-
ing ordinances, the existinz channel acroees seld prenises,
end to sll the terms, conlitions and covensnte conteined in
the certeln deed of Elein, Joliet snd Emstern Rallrosd
Comoany dptec Mereh 14, 1927 (recor?ed March 1/, 1977 4n
the Office -7 ¢-e Recorder of Desde of Leve County, Illinoils

afa



in Book 222 of Deedes, vage £1C, ss Cocument 295717), con-
veyineg said oremises to Willism A, Beenr, the obligations
thereof t=e North Shcre Ccke &« Chemtcel Comveny (» Celawsre
cornoretion), =ssumed £s -rentee in t-e certsin deed of

the seid Willlam A, Bsehr and imbel S, Beenhr, his wife,
dated Merch 14, 1927, (recorcéed March 13, 1927 in the Cffice
of the Recorder of Deeds of Lake County, Illinois in Book
26?2 of Ceels, nege 508, 88 Doc, 295716) es mofified or
d1acharged tv (1) p certein deed fro- ceid cornorstlon to
t-e Citv of Weutewer, Illinols, fated Cctober 27, 1327
(recoréed Anril 27, 1929 in *-e C%ftce of -=e Reccrder of
Ceedes of Leke County, Tllincis, in Zoo¥ %33 of Deeds,

vage 582 =8 Doc, 325250) convevinz a etrin of lsnd 100

feat *n wids: scvogg seld oroverty: (11) = certain deed
from t-e Cltv 57 Waueeen, I"llnote, "o 8213 cormoretion,
derted Julv 20, 1933, (recovr?ed July 31, 195 in the Office
of the Recsrder of Deeds of Leke County, Illinois in Book
413 of Deeds, vege 277 am Doc. 41530€) reconveying the

8813 @trip of lend 1NN feet in width to the Coke Comvenv,
pad (111) » cer=e'r deed from =pid c~rnorstisn *o the City
of Weuvregsn, Illinols, deted Julv 21, 1335 {recorded

Aurust ?, 1935 in the Cf-ice 5f the Recorder of Ceeds of
Leke County, Illinois in Boock 413 of Deeds, nage 288 ss
Doc., 415232) conveying s pervetusl easement to the City of
Wsukegen to Taintsln ané use s roesdway on snd elong # striv
o land 5N feet in width ecrces the shove Jdeacribed nremises,

IN ITYESS WHIRECF, 8513 Grentor has ceused 1i%te
corvorate sesl to Le hereto affixed, end hss ceused its
neme to be sizned to these presents by ite President, and
attested by ite Secretary, this 28th day of June, A D, 1947,

NORTH SHCAZ ZA3S CCYPANY, an Illinoils

Corvoration
BY A, W, _ Congver /s/
President
ATTEST:
C, J, Mulhollerd
Secretary

STaT

S|
O
]
-4
I
I
L‘
[g)
-4
n

-

CCUNTY OF LAKE

I, the undersigned, s Notsry Public in snd Tor said
County in t-e Stste aforessid, TC YEREBY CERTTFY that
A, W, CCNCVER wnersonelly known (o we to be the Presidfent
of zre North Shore Ges Company, sn Illinois corporstion,
end C. J. KULICLLAND pergonslly known to me to be the
Secretery of seid corooretion, and vereconslly known to me
to be the sesme persons whose rnemes sre pubscribed to the



foregoing 1rnetrument, sopesred before me this day in
veraon ené eeverelly escknowledged thet aeg such Presilent
and Secretary, theyv sl neld anl Zelivered the spid instru- .
Tent Aas Presiiert end Secretery ¢f ssid corvorestion, and
ceuse? *+e ccroorate seel of said corporetion to be affixed
thereto, oursuent tc suthority, given by the Boerd of
Lirectors of sa!d ccrooretion es their free and voluntary
ect, 2.2 er the free end voluntesrv sct and deed of gsid
corooretisor, fir t-e uses end onurtosee therein set forth,

3IVEY under my hend end Noterisl Seel thie 28th day
of June, AL, 1547,

Notary Public.

”
-



CHEVROLET - CENTRAL OFFICE

DiVISION OF GENERAL MOTORS CORPORATION
DETROIT. 2. MICHIGAN

GENERAL MOTORS BUILDING

August 19, 1948

Exhibit K

Noxrth Shore Gas Company
Waukegan, Illinois

Attention: Mr. C. J. Mulholland
Secretary - Treasurer

Gentlemen:

Enclosed is our check in the amount of $5,666.29
representing a refund due your Company on your
payment of $18,660.32 for your portion of the Wau~
kegan, Illinois taxes for the first six months of
the year. :

This is in accordance with the request contained

in your latter of July 26 addressed to the Chevrolet
Saginaw Grey Iron Foundry, Waukegan, Illinois, to
the attention of Mr. Rudolph,

Yours very truly,
. /—

H. H. Geist
Insursnce & Tax Dept.

HBG:dn
N0,

co: Mr. L. Rudolph
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NORTH SHOREgaJ COMPANY
Waukegan, T1linois

Tebruary 3, 15L8

. Jenry f. ‘logan, Ceneral Counsel
eneral ¥otors Corporation

General otors 3uilding

30Ll Nest “rand Boulevard

Detroit 2, fehigan

Dear &, jogms

I wish to acknowledge with thanks your kind letter of Februsry 2,
replying to my letter of Janguary 15, addressed to ¥r. R. 2. Hammond,
Comptroller of Ceneral Yotars Corporation.

The letter to r. Hamaand desired a confirmetion as to s dividend
refund due Zor an apparent cover-payment of real estata and personal property
taxss in the consummation of the sals of the North Shore Gas Company's ooks
oven plant to Warkegan Coke Corporstion as of July 1, 19L7.

YWe appreciate your very kind consideretion of our request, and
your recognisance of the fact that if the tax bills submitted for 1947 on

;
3
%
3
i
:
]
;
:
g
:
;
|

Ce Jo Mulholland,
Sea'y .~ Dreagurer
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GENERAL MOTORS CORPORATION

GENERAL MOTORS BUILDING
3044 WEST GRAND BOULEVARD

DETROIT 2, MICHIGAN

February 2, 1948

North Shore Gas Company
Waukegan, Illinois

Attention: Mr. C. Je. Mulholland, Sec'y.-Treasurer
Dear Sir:

This will acknowledge receipt of your letter
of January 16, 1948, addressed te the attention of Mr. R. E.
Hammond, Comptroller, General Motors Corporation.

You advise that Messrs. Arthur Young & Com-
pany are now engaged in making the annual audit of your books
and records for the North Shore Gas Company for the year
ending December 31, 1947, and desire confirmation as to a divi-
dend refund due for an apparent.overpayment of real estate and
personal property taxes in the consummation of the sale of the
North Shore Gas Company Coke Plant to Waukegan Coke Corpora-
tion as of July 1, 1947.

wWhile it may be observed that from a techni-
cal interpretation of the Agreement between North Shore Gas
Company and Waukegan Coke Corporation dated June 25, 1947,
there would be no obligation to make an adjustment of 1947
taxes, we recognize the intent of the parties at that time
was to make an adjustment at a later date if the adjustment
based on 1946 taxes proved to be out of line.

Accordingly, if the tax bill submitted for
the year 1947 is lower than the tax bill on the properties
for 1946 so that the amount contributed towards 1947 taxes
by North Shore Gas Company should be in excess of one-half



Mr. Ce Jo Mulholland
February 2, 1948
Page Two

of the actual 1947 taxes, a refund will be made to North Shore
Gas Company.

By the same token, however, if the actual
tax bill for 1947 should be in excess of the 1946 tax on the

Company should prove to be less than one-half of the 1947
actual taxes, North Shore Gas Company will reimburse us for

The above reflects our understanding of
the Agreement between parties and we will be Judged accord-
ingly. If this is not in line with your understanding,
kindly advise us immediately,

Very truly yours,

ey 2. 14

Henry #. Hoga
Gen 1l Co

LHB:ms
¢c: Arthur Young & Company

1l North LaSalle Street
Chicago 2, Illinois



GENERAL MOTORS CORPORATION

GENERAL MOTORS BUILDING
Jo44 WEST GRAND BOULEVARD
DETROIT 2, MICHIGAN

January 20, 1948

Mr. Cc. J. Mulholland, Sec'y Treasurer
North Shore Gas Company
Waukegan, I1linois

Dear Sir:
This wil]l acknowledge receipt of your letter of

January 16, 1948 relative to Property tax adjustaent on
the sale of your Wankegan Coke Plant to the Waukegan Coke

Corporation. Your letter has been referred to our attorney

who handled the transaction and he will write you on the
matter,

Yours very truly,

+ A. Sarason
Assigtant Comptroller

JAS/st

(9 Tayes

P
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PGE 2.

Wen this assumption our proportion of the 1947 tax W1l might
be sumarised as follows:

Persomal property - valustion $470,700 at rete of §1.55 e $ 0,707.99

Real estate - valuatiom 728,120 at rste of 1.85 ar 13,A70.22
$22,178.17
Ons half of this amsunt for the first six months of 1947 $11,089.09
Previocusly paid to you 18,660.32
Tentative overpayamt $ 7,57.23

Your ceurtesy in the matter will ochlige,

Tours very tuly,
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PamM, HURD & REICHMANN
23 SOUTH LA SALLE STREET

CHICAGO 4

ALERANDER ¢ 3¢ Cawann
JF SounsEL.

MAX PAam S04 P28
HARBY QOYD =wuURD 9Ce Da)
CNCOLN R CLARK 927 34

TELERMONE CENTRAL 4300

Septenber 4, 1947

Mr. C.J.Mulholland, Secy.-Treas,
North Shore Gas Comcany

209 Madison Avenue

Waukegan, Illinols

Dear Joe:

I have received an inquiry from Mr. Donahue
of General Motors Co, calling my attention to the fact
that with respect to the sale of the coke oven plant,
the 1947 taxes were not prorated as it was decided to
await receipt of the actual bill.

I was not aware of the situation and therefore
wish to check on the matter with you before replying,
I am wondering whether Mr, Donahue is referring to the
tax bills which you will not receive untll after Janu-
ary 1, 1948,

I will delay replying to Mr. Donahue until I
hear from you,

Very truly yours,

PAM, HURD & REICHMANN

sy Qul H. Lol

CHU: rke
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Exhibit L

Taukegm, 1linocis

NorTH SHORE (Jas CompANY

:

X

To the Wxyor and City Council of
s T1linois

The City of Wauksgmn
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NorTH SHORE (Jas CompPANY

Waukegsn, 1linois

Pebruary 17, 1947

To the Myor snd Tity Council of

Centleoen:

e
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Tours very tuly,
FORTH SHORE GAS OOMPANY



February 17, 1947

To the Mayor and City Council of
The Clty of Waukegan
Waukegan, Illinols

BGentlemen?

We have requested that the City of Waukegan pass an
ordinance granting a franchise to the North Shore Gas Company
for a perlod of twenty years and are informed that the city 1s
about to pass such an ordinance. This letter is to evidence our
agreement that in conslderation of the granting of such franchise
the undersigned wlll give to the City of Waukegan a credit against
bille owing by the City of Waukegan for gae used for heating pur-
poses or any other gas service at any municipal bullding of the
City of Waukegan, which credit shall be One Thousand Dollars ($1,000.00)

per year for each year of the franchise, sald credit not to be
cumulative,

This credit has been arrived at by mutual agreement between
yourselves and ourselves and ls to be consldered a binding agreement
by the City of Waukegan and the North Shore Gas Company the same as
1f sald agreement had been included in the franchise 1tself.

If the city sees fit to accept this proposal by the passage
of a franchise we will be glad to accept the same, with the under-
standing that thls letter shall be a part of the entire agreement

conelgting of this letter, the franchise ordinance and the acceptance
of the sgane,

Yours very truly,
NORTH SHORE GAS COMPANY

BY



}Mm} (9%

To the Yayor and Clty Council
of the City of VWeukegan
Vaukegan, Illinnls

Gentlemen:

we are informed that the City of Waukegan ls about to
pass an srdinance gronting a franchlge to the North Shore Cas
Company for a period of twenty years.

This letter i1s to evidence our agreement that upon the
granting of such franchise the undersigned will give to the City
of Waukegan a credit againat bills owing by the City of Waukegan
for zas used for heating purposes or any other gae service at any
2unicipal bulilding of the City of Waukegan, which credit ghall be
$1,000.00 per year for each year of the franchise, which credit
shall not be cumulative. This credit has been arrived at by mutual
agreement between yourselves end ourselves and 1s to be conetldered
a binding agreement by the City of Waukegan and the North Shore Gas
Company the eame as 1f the sald sgreement had been included in the
franchise itself,

However, it 1s undp¥
Gas Compeny has agreed to corv
land lying Easterly of the Noj

00d snd agreed that the North Shore
to the City of Waukegan all of the
h Shore Coke and Chemical Company

pnveyance 1s to include all of the land
of Waukegan and conveyed to North Shore
by deed recorded in the Recorder's Office
as Document No. 415306, together with all
1 riperian righte in connection with said
¢ to give the Clty of Waukegan good title

, eXcept easements and a public highway.

Coke and Chemical Company
of Lake County, Illinois
accretions thereto and
property, said conveya
free from any encumbra

It s apood that when sald conveyance of land is
made a higifimy 1 \established by the City of Wankegan over
sald land ¥ a nd ly and southerly direction so as to provide
access to ether pMNgerty now belonging to North Shore Gas Company

ad a means of ingre and egress for other property lying South
of esaid trasct of 1

It is unflerstood and agreed that when sald conveyance
has been made, thenjthe foregoing agreement with regard to credilts
on bille 1s no longer to be in effect.

Yours very truly,
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The information contained in this report is of a confidential
nature and is intended for the exclusive use of the person or
firm to wvhom it is furnished by us.
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NORTH SHORE GAS COMPANY

AND
NORTH SHORE COKE & CHEMICAL COMPANY

INTRODUCTION

We have been retained to make a general study of the operations

and other related factors of the North Shore Gas Company, with
particular reference to the problems presented by the early
maturity of the presently outstanding debt., Inasmuch as North
Shore Gas Company purchases over 80 per cent of its gas requirements
from the affiliated North Shore Coke & Chemical Company, and con-
sequently the operations of the two companies are interdependent,

it also became necessary, in the present study, to analyze the
operations of the latter company.

The results of our investigation are presented under the following
headings. For the sake of brevity, the North Shore Gas Company is
referred to in the following text as the Gas Company, while North
Shore Coke & Chemical Company is referred to as the Coke Company.

HISTORY

The Gas Company was originally incorporated under the laws of the
State of Illinois on July 13, 1908, under the name of Winnetka Gas
Company. About July 29, 190é winnetka Gas Company acquired by mer-
ger all of the properties and business and assumed all of the lia-
bilities of another Illinois corporation by the name of North Shore
Gas Company, Immediately after this merger the name was changed
from Winnetka Gas Company to North Shore Consolidated Gas Company,
and in 1912 the name was changed to North Shore Gas Company, the
present name,

Some of the constituent properties date back to 1898 and represent
the outgrowth of activity on the part of a small group of individuals
wvho started construction or purchase of manufactured gas properties
serving communities in Lake County and in the northern portion of
Cook County in the State of Illinois. The first property acquired
was in Waukegan, Illinois, where a coal gas plant was placed in oper-
ation 1in 1895 In 1901, the same interests obtained franchises and
extended gas service to Lake Bluff, Lake Forest, Highwood and
Highland Park, and the facilities were later expanded to serve North
Chicago and Glencoe in 1904, and Winnetka in 1908. In 1509, opera-
tions were expanded to cover service to the towns of Deerfield and
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Libertyville, and in 1910, gas service was extended to Mundelein.

It appears that during the winter of 1916 - 1917 the properties ex-
perienced serious operating problems which resulted in the inter-
ruption of service for a short time, and, as a result, the interests
then in control of the properties retained Mr, William A. Baehr, a
well-known consulting engineer, to solve the operating problems and
to manage the properties. Mr. Baehr was retalned in May, 1917, and
the property has been continuously under Baehr management since that

time.

After an intensive development of the properties, Mr. Baehr and his
assoclates started to acquire control of the Gas Company for North
Continent Utilities Corporation, which was organized in November,
1922, as a holding company by the Baehr interests. Control was
initially obtained through Chicago Suburban Gas Company, and full
control of the Gas Company was acquired in 1927. The Chicago
Suburban Gas Company was dissolved in December, 1937, and North
Continent Utilitles Corporation has been in direct control of the
Gas Company since that time through ownership of all of the outstand-

ing common stock.

Up to 1925, the Gas Company's operating territory was confined within
a relatively narrow strip along the lake shore and extending from
Winnetka at the south end, to the northern limits of the City of
Waukegan at the north end. 1In 1925, however, the company started an
expansion program whereby the transmission system was extended be-
yond Waukegan to the Illinois-Wisconsin state line in that year, and
further extensions were made west of Waukegan during 1925 - 1330,
thereby extending service to Grays Lake and other communities in the
western section of the present territory.

In connection with this expansion program and in order to provide an
adequate source of supply for the Gas Company's requirements, the
Baehr interests organized the North Shore Coke & Chemical Company
which was incorporated under the laws of the State of Delaware on
January 17, 1927. Shortly after its incorporation, the Coke Company
constructed a coke oven plant at Waukegan. The plant was completed
in the middle of 1928, and has since been supplying, under contract,
the bulk of the gas requirements of the Gas Company. As previously
stated, the Coke Company 1is an affild4ate of the Gas Company, and is
controlled by North Continent Utilities Corporation.

BUSINESS AND TERRITORY

The North Shore Gas Company is engeged in the production, purchase,
distribution and sale of manufactured gas in the territory along the
North Shore region suburban to Chicago. The service area extends
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from the south limits of Winnetka, Illinois, north to the Wisconsin
state line, a distance of about 30 miles, 1In the other direction,

the territory is rather narrow and at its widest point extends west
as far as Grays Lake, a distance of about 12 miles from Lake Michigan.
The territory as a whole comprises an area of about 270 square miles
with an estimated population in excess of 115,000. As of March 31,
1940, the company had 27,102 active meters in service, The territory
served, together with the general layocut of the transmission system,
is shown on the attached map.

The Company's service area includes 30 communities, as well as the
Great Lakes Naval Training Station, with a present personnel of about
3,500, Fort Sheridan, a U, S. Army Post, with present personnel of
3,200, and a large Veterans' Hospital. The principal communities
served, together with pertinent population data covering the period
1920 - 1340, are listed below:

__, Population
Preliminary
Census Per Cent Increase
Figures Census Figures 1330 over 13540 over
Community 1940 1920 1930
Waukegan 34,111 33,499 19,226 T4.2 1.5
Highland Park 14,332 12,203 6,167 7.9 17.1
Winnetka 11,712 12,166 6,694 1.7 -3.0
North Chicago 8,403 8,466 5,839 45,3 -0.5
Lake Forest 6,510 6,554 3'687 79.4 -0.5
Clencoe 6,758 6,295 3,381 86.1 7.5
Zion 6,53 5,991 5,580 7.2 9.0
Libertyville 3,91 3,791 2,125 78. 3.5
Highwood 3,700 3,590 1,446 148.2 3.0
Deerfield 2,278 1,852 610 203.0 23.0
Lake Bluff 1,715 1,452 819 775 18.5
Grays Lake 1,179 1,120 736 2.2 5.0
Mundelein 1,222 1,011 420 141.0 32.0
Total 102,47 97,990 56,700 T2. 4 5.0

The above figures show relatively phenomenal gains in population
between 1920 and 1930 for the communities listed above, with a com-
posite population growth of 72-1/2 per cent during that decade for
the group as a whole. This growth was accompanied by a substantial
increase in the number of gas customers served by the company, with
yearly gains of close to 10 per cent in the early 1920's. For
example, in contrast with 19,913 meters served at the end of 1926,
this number increased to a peak of 25,150 meters by the end of 1930,
a gain of 26.3 per cent during that period. It should be noted, how-
ever, that a part of the customer gain experienced during 1920 -

1930 was due to line extensions into communities not previocusly served
with gas as already noted, but even after taking this factor into ac-
count, it can be said that the customer growth in the territory was
much superior to that experienced by a number of other companies
vhich ve have analyzed,
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The subsequent business depression, however, interrupted the growth

of the territory for a number of years and new building construction
dropped sharply. 1In addition, it appears that, owing to the shut-
down or partial operation of industries in the Waukegan industrial
area during the depression, there was some doubling up of families,
and it also appears that some of the families in the high cost resi-
dential suburbs in the southern portion of the company's territory
moved into less expensive homes outside of the service area, although
other families later moved into the vacant homes, As a result, the
company lost some customers during the 1930 - 1933 depression. Be-
tween 1930 and 1933, the active meters in service showed a declins of
1,437, or 5.7 per cent. This, however, was not as large a decline as
that experienced by other gas companies serving heavy industrial sec-
tions, It is further interesting to note that the downward trend of
the number of active meters in service was reversed subsequent to 1633
and, as a result, the number of meters showed an increase from a de-
pression low of 23,713 reached in 1633, to 27,107 as of the end of
1939, an increase of 14.3 per cent. Thus the 1939 year-end figure
exceeded the 1930 predepression peak by 1,957 meters or 7.8 percent.

During the past several years the growth in the territory was resumed
in many of the communities served. Preliminary census figures for
1940 for the larger communities indicate an increase of about 5 per
cent over 1930 with the percentage increases for several of the conm-
munities having amounted to between 15 per cent and 32 per cent.
There was, however, a small loss in population in Winnetka, Lake
Forest and North Chicago. It is probable that if census figures

on the subject were available, the increase in population during the
last two or three years for the territory as a whole, as well as for
most of the individual communities served, would have been larger
than for the entire period 1930 - 1940. The resumption of the
growth in most portions of the territory will be evident from the
building permit figures for the principal communities over a period
of years presented in the tabulation on the following page.

These figures include remodeling permits as well as commercial oon-
struction. In the present study, we are particularly interested in
the number of new homes built in the territory, since this 1s a fac-
tor of primary importance from the standpoint of the availability of
new customers to the company's lines. Figures on new home building
permits are available to us only for the years 1938 and 1939 and for
the first three months of 1940, An examination of these figures
shows that for the eight larger communities served by the company,
there were 258 such permits in 1939 as against 174 in 1938, an in-
crease of 48 per cent. The dollar value in 1939 was $2,758,656, and



North

Chicago

Waukegan

Lake
Forest

Highland
Park

Highwood
Glencoe
Winnetka

Liberty-
ville

Total

BUILDING PERMITS FPOR LARGER COMMUNITIES SERVED BY
NORTH SHORE GAS COMPANY
193 1936 193 1938 1

No. alue 0. Value 0. alue o. Vvalue No. 2 Value NET—Q%%IEE

$ $ $ $ $
» o * * 89 123,350 85 91,835 47 34,197 77 100,951
85 670,000 101 110,175 520 629,120 532 706,272 310 644,877 375 498,497
16 648,976 8 105,466 21 437,466 1% 260,449 12 299,817 29 456,421
223 300,865 113 237,719 240 1,770,817 224 2,009,464 156 882,967 182 1,103,500
70 113,975 16 31,950 13 16,700 28 43,750 31 31,850 30 63,360
84 659,680 39 78,926 77 399,124 65 360,375 53 712,979 61 412,553
113 1,280,345 58 394,425 161 1,208,135 132 972,370 103 645,690 125 1,232,710
20 129,565 6 21,000 9 113,809 2 4,000 5 67,500 10 51,700
611 3,803'."06 341 979,661 1,130 4,608,521 1,082 4,448,515 717 3,319,877 889 3,919,692

* - Not Availlable
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in 1938, $2,017,457, an increase of about $740,000 or almost 37 per
cent. During the first three months of 1940, there were 33 new home
building permits involving an aggregate value of $301,121. An analy-
sis of similar figures for all of the suburbs in the Chicago area
discloses that the average cost per new home built in the territory
served by the company 1s considerably higher than that obtained in
the other suburban areas. The average cost per home in the company's
territory in 1938 amounted to about 511,600 and in 1939 to about
$10,700 as compared with an average for all of the other suburbs of
about $6,720 in 1938 and $6,250 {n 1939. It is further found that
the average for the company's territory was diluted by the cheaper
type of homes built in the industrial communities such as Waukegan
and North Chicago where the average cost was $4,875 in 1938 and
$4,650 in 1939. If these two communities are excluded, and only
Glencoe, Winnetka, Highland Park, Lake Forest, Lake Bluff and Liberty-
ville are considered, we find that the average cost for 142 new homes
which were built in these communities in 1938 averaged about $13,100,
while the corresponding figure for abouf 195 homes built in 1939 was
$12,600, These comparisons afford a good indication of the character
of new homes in the respective areas, and it 1s readily apparent that
the residential suburbs served by the company are still attracting
high income residents.

We also made an analysis of the new homes built within reach of the
company's gas mains during the past three years. The number of such
new homes actually completed amounted to 243 in 1937, 179 in 1938,
and 242 in 1939. During the first three months of 1940, there were
53 such new homes completed, and an additional 109 homes were under
construction., In this connection it should be remembered that the
extremely cold weather experienced in the first two months of 1940
greatly retarded building construction, and we understand that the
new home bullding permits issued in April for the Chicago suburban
?Sgg as a whole greatly exceeded those for any previous month since

It 1is significant to note that during recent years there has been a
general movement of population from the congested Chicago area into
the suburban areas, particularly to the North Shore suburbs. This
movement is likely to continue in the future and may well be acceler-
ated, particularly under normal economic conditions. The North Shore
suburbs provide more attractive livinR conditions as the territory is
not congested and temperatures during the hot summer months are from
five to ten degrees cooler than those in towns farther away from the
lake. Other inducements offered by the North Shore suburbs are bet-
ter school facilities, easier access to bathing beaches and to other
recreational facilities, and lower property taxes. In view of these
favorable factors, and in the light of the trend already being ex-
perienced, it is logical to conclude that the territory served by the
company will enjoy very appreciable population growth as time goes on.
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As a matter of fact, there are comparatively few vacant houses in
these high grade residential suburbs at the present time. Even 1in
the City of Waukegan, notwithstanding its industrial background, a
recent survey showed very few vacancles. For example, out of =
total of 4912 residences, only 42 were vacant as of June 1, 1940,
and there were only 68 apartments vacant out of a total of 4374.
Store and office buildings also show a relatively high occupancy.

Before discussing the economic background of the company's service
area, it may be of interest to note that for operating purposes the
territory 1s divided into five districts. The relative importance
of each district will be evident from the following tabulation, which
gilves a division of the company's 1939 sales by districts in terms

of revenue and M.c.f.

Bﬁzﬂnuﬁi_zxemzfgi:%%iii Gas Seleg - M.c.f.
Amount Agount % of Total

RDistrict

Waukegan $ 462,972 31.6 $ 428,022 27.6
Lake Forest 143,523 9.9 136,578 8.8
Highlend Park 343,688 23.5 394,794 25.6
Winnetka 419,540 28.8 509,622 33.0
Libertyville [ i 5.0

Total $1,559,932 150.0 $1,5£é,317 100.0

The Waukegan district, which accounted for 31.6 per cent of the
gross gas revenue and for 27.6 per cent of the M.c.f. sales in
1939, includes the cities of Waukegan, North Chicago, Zion, and all
other communities north of Waukegan shown on the attached map of
the territory. The aconomic background of this district is
primarily industrial, with most of the industrial plants located
along the shoreline and railroad tracks in Waukegan, North Chicago
and vicinity, with some industry in Zion. This industrial area
enjoys a considerable amount of diversified miscellaneous
manufacturing, and the principal industries include iron and stecl
products, machinery, paper and printing, chemicals, pharmaccuticels,
mctals and metal products, fencing and wire products, clothing,
leathers, asbestos products, and outboard motors. The area

enjoys excellent railroad trensportation facilities, as wcll as

an outlet for shipping through the Great Lakes water route by means
of an excellent harbor at Waukegan. The principal industrial
establishments, together with the approximate number of present
employes, are listed below:
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Approximate No, of

Industry Employes
Johns-Manville Corp. 1,750
American Steel and Wire Company 1,700
Abbott Laboratories 1,100
Zion Institutions & Industries 650
Griess Pfleger Tannery 575
Chicago Hardware Foundry 550
Johnson Motor Company 450
American Can Company 400
Cyclone Fence Company 375
Fansteel Metallurgical Corp. 325
The Oakes Products Corp. 250
Sager Lock Company 250
National Envelope Company 225
National Office Supply Company 150
Automotive Maintenance Machinery Company 100

Because of its industrial background, this district is, of course,

subject to relatively wide fluc
employment and eccnomic support
includes practically all of the

tuation with respect to sources of
. Inasmuch as the company's territory
industries in Lake County, and since

practically all of the industrial establishments are located in the
Waukegan district, the following figures summarized from the biennial
Census of Manufactures affords a good indication of the fluctuation
in industrial activity for the Waukegan district during the past nine

years.
No. of Estab- Wage

Year lishments Earners

Value of Value Added
Wages Prodycts  _by Mfg,

1937 128 9,686 $12,470,472 $72,610,134 $34,041,165
1935 126 8,653 10,216,556 56,277,063 27,560,806
1933 97 ,986 5,920,023 34,821,825 18,758,262
1931 122 ,514 7,871,689 51,752,686 26,908,552
1929 142 8,577 13,467,126 74,865,824 36,036,843

It should be noted that the number of wage earners shown above does
not include salaried employes and executivesa of the various industries
involved. The above figures show that between 1929 and the 1933 de-
pression bottom there was a decline of 30 per cent 1in the number of
wage earners, but during the subsequent recovery the number of em-

ployes showed an increase of 62

per cent between 1933 and 1937, and

by the latter year there were 13 per cent more workers employed in
industry than in the 1929 prosperity year. This is a very significant
showing, and 1is accounted for by the fact that a number of industrial
establishments such as Johns-Manville, and Abbott Laboratories, for
example, expanded their manufacturing facilities in the Waukegan ares
considerably during recent years.
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From the standpoint of wages paid to employes, the annual payroll
between 1929 and 1933 showed a decline of 56 per cent, but in the
subsequent recovery between 1933 and 1937, the payroll figures
showed an increase of 1lll per cent. It should be noted, however,
that in spite of this increase, the wages paid to workers in 1937
were still 7-1/2 per cent below those paid in 1329, even though

the industries were employing more workers in 1937 than the num-

ber employed in the 1929 predepression peak., This indicates that

a number of the wage earners in 1937 worked only part time and in
addition, although hourly wage rates in 1937 might have been at
least as high or higher than those paid in 1929, the shortening of
hours resulting from Federal legislation reduced the average work-
er's pay check. The average annual wage per worker in 1937 amounted
to about $1,290 as compared with about $1,000 for 1933 and $1,535
for 1929, In other words, the 1937 average annual wage per worker
was about 16 per cent less than the 1929 average. Incidentally,

the average wage figures discussed above do not afford a proper
criterion as to the average spendable money income per family, as
they do not include the much higher average wages paid to salaried
employes engaged in industry and since many families have more than
one gainfully employed member. In general, we believe that the in-
dustrial background of the Waukegan district compares favorably
with that of a number of other industrial areas which we have ana-
lyzed. The industrial background of the Waukegan area appears to

be well diversified, the district has enjoyed good industrial growth
during recent ysars, and offers prospects for additional such growth
in the future. The location of the various industries in this ares
is favorable with respect to transportation facilities and proximity
to their markets.

In addition, Waukegan, the largest community served by the company,
is an important retail trading center for a trading area extending
about 10 miles north, 15 miles south, and 30 miles west. Retail
sales in 1939 were approximately $360 per capita, The city is also
the county seat of Lake County. As noted from a preceding tabula-
tion, Waukegan showed an excellent growth of over 74 per cent be-
tween 1920 and 1930, and a further favorable growth of about 19-1/2
per cent is indicated between 1930 and 1940. The racisl distribu-
tion of population according to the 1930 census was 76 per cent
native white, 19.3 per cent foreign born white, and 4.7 per cent
negroes and other races, This distribution indicates a relatively
high percentage of foreign born population, but this is well in
line with the conditions found in other industrial communities.
Because of the primarily industrial background, living standards in
Waukegan do not appear to be exceedingly high, but effective average
buying income per family compares favorably with that prevailing in
other territories of similar nature which we have analyzed.
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The suburban towns along the North Shore comprising the Lake Forest,
Highland Park and Winnetka districts, and including the cities of
Winnetka, Glencoe, Highland Park, Lake Forest, are all high-grade
residential communities, and constitute what 1s probably one of the
vealthiest suburban regions in the United States. These districts
enjoy high living standards, and most of the gainfully employed
peorle are commuters occupying positions in Chicago. Practically
all of the population is native white, and as noted from a preceding
tabulation, a large growth occurred in all of these communities,
particularly between 1920 and 1930, ranging from nearly 100 per cent
in the case of Highland Park to nearly 80 per cent for Lake Forest.
While these districts have been built up appreciably, there is still
considerable vacant land avallable for expansion, and as previously
noted, they have been enjoying a revival of residential building con-
struction during the past several years,

The western portion of the Lake Forest district includes several
small communities likewise primarily residential suburban, but is
less wealthy than the other communities along the North Shore. The
largest of the western suburbs is Deerfield. This portion of the
territory, however, includes a number of large wealthy estates which
are not conducive to good customer density, except in the event of
future subdivision into smaller parcels followed by the building of
additional residences. .

The Libertyville district comprises the western part of the territory
which centers around the village of Libertyville. This reglon is
primarily of rural and farming economic background, and as will be
seen from the attached map of the territory, it inéludes a number

of lakes with summer resort facilities. The principal economic sup-
port of the rural territory is largely dairying and truck farming
depending on the Chicago metropolitan area as a market outlet. Many
people 1living in Libertyville are employed in Chicago.

The territory taken as & whole possesses both attractive and unat-
tractive features when considered from the standpoint of the opera-
tion of a gas company distributing manufactured gas. The high liv-
ing standards prevailing in the high-grade residential suburbs,
fundamentally, afford an opportunity for the development of high
gas consumptions on a per customer basis under proper rates coupled
with an aggressive load-building program., On the other hand, this
favorable condition is offset to a very large extent by a low cus-
tomer density per mile of main which is brought about by the fact
that the territory contains many large estates and homes and by the
absence of apartment districts found in territories of other com-
panies and whigh have a favorable effect on the average customer
density per mile of main. The North Shore suburbs under discussion,
consist mostly of single dwellings and have only a minimum of duplex
residential buildings and practically no apartment buildings, taken
as a group.
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In connection with utility operations, 1t 1s well recognized that,
other factors being equal, customer density and average consumption
per customer are two very important factors in the abllity of a
utility company to conduct profitable operations at competitive
rates. Therefore, in considering the relative position of the ter-
ritory served by the North Shore Gas Company, due consideration
must be given to these factors,and with this in mind, we are show-
ing in the table below the customer density in terms of meters per
mile of transmission and distribution main, together with average
annual gas consumption per meter in the various operating districts,
based on 1939 operating results:

Meters per Anpual Sales per Meter
Di{strict Mile of Main M,C,F, Revenue
Waukegan 67.3 34,3 $37.00
Lake Forest 36.4 60.5 64.50
Highland Park 50.7 72.5 63,20
Winnetka 69.3 96.5 79.50
Libertyville 30.1 29.9 34,90
Entire Compan 52.8 55.2 53.00

The above figures are based on a breakdown of meters by districts

as of December 31, 1939, and the available data apparently includes
a8 number of locked-off meters which we were unable to segregate.

As a result, the figures showing the average number of meters per
mile of main are somewhat overstated, while those giving the annual
sales per meter are somewhat understated. However, this discrepancy
1s not of great importance, and the above figures may be considered
fairly accurate for the purpose of showing the relative density and
consumption for the various oeerating districts. The above qualifi-
cation does not apply to the 'Entire Company" figures as these are
based on the number of active meters.

The above table indicates that the Winnetka district makes by far
the best showing, both from the standpoint of average customer den-
sity and average sales per meter, and that the Libertyville district
constitutes the poorest field as far as present conditions are con-
cerned. While the average customer density in the Lake Forest dis-
trict is also relatively low, this is offset, to a considerable ex-
tent, by a higher average annual veassumption and revenue per meter,
and the same holds true of the Highland Park district. The higher
customer density enjoyed by the Waukegan district, on account of the
good customer concentration within the city itself, is apparently
offset very materially by the limited usage of a relatively large
number of customers, and the average annual consumption of 34,3 M.c.f.
per meter experienced 1in 1939 is particularly low when consideration
is given to the fact that it includes a relatively substantial
amount of gas sold to a number of large industrial users.
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It will be noted that for the company as a8 whole, the customer
density is equivalent to only about 53 active meters per mile of
transmission and distribution main, which 1s very materially lower
than the density usually enjoyed by a preponderance of gas companies
in the United States, &8s will be shown in a subsequent compariscn.
An important factor responsible for this low customer density is

the relatively large mileage of transmission lines which had to be
installed in order to interconnect the various communities served

in the territory. These transmission lines, which have an
eggregate length of some 135 miles, run through sparsely populated
territory between the intervening towns and as a result afford
direct service to only 424 consumers along the rural routes between
towns. In addition, even some of the communities served by the
local distribution lines are not highly concentrated in relationship
to the miles of distribution main required to serve them, and this
further dilutes the average customer density for the system as &
wholec. This factor will be cvident from the following tabulation,
which gives the customer density for individual towns, teking

into account only the miles of distribution main within cach community:

Meters per Mile Year 1939
of Distribution Average Consumption
Waykegan District Maln per Meter - M,c.f.
Waukegan 101.5 31.3
North Chicago 81.4 45.7
Zion 49.5 34.0
Winthrop Harbor 64.0 25.2
Great Lakes 46.2 €7.8
Gurnee 118.2 37.0
Wadsworth-Russell 105.0 Y-
Average for District 88.7 34.3
Lake Forest District
Lake Forest -gg;g 62.2
Lake Bluff R 2}.}
Average for District 58.5 0.5
Highland Park District
Highland Park T4.1 85.4
Highwood 85.3 27.4
Deerfield 30.7 49.8
Fort Sheridan _5,7_._& 5.4
Average for District 2.2 72.5
Winpetks District
Winnetka & Hubbard Woods 93.2 3.7
Glencoe £7.3 102.2

Average for District 82.3 96.5
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P
Meters per Mile Year 1939
of Distribution Average Consumption
Main per Meter - M.c.f.
Libertyville Diatrict
Libertyville & Rural 63.8 35.3
Grays Lake 44.3 23.6
Gages - Druce - Third Lakes 52.3 13.2
Mundelein 24.4 33.5
Diamond Lake 47.7 19.9
Half Day - Prairie View _%5‘5 7Q0.2
Average for District 9.8 29.9
Entire Territory .5 55.2

It will be noted from the above table that a large number of the
individual communities, even vhen examined in the light of dis-
tribution facilities alone, yield a rather poor average customer
density under existing conditions and this, fundamentally, places
a severe handicap upon the company from the standpoint of profit-
able operations at rates sufficlently low so as to attract a large
volume of business in competition with other fuels or electricity.

As a matter of interest, we are giving below a tabulation which
affords a comparison of the company's density and average annual
sales figures per meter with similar data covering & number of
other companies which we have analyzad. Since the B.t.u. content
of the gas differs for the various companies, the annual gas sales
per meter are given in therms in order to place the figurcs on a
comparable basis,

Av. Rev.

Metors per Agnual Sales per Meter per Mile
Mile of Moin Iherms Revepue of Main

North Shore Gas Company 52.8 311 $53.00 $280
Western United Gas and

Electric Co. (1) 45.0 411 « 46.20 208
Public Service Company of

Northern Illinois (2 72.3 758 56.80 410
Peoples Gas Light & Coks Co. 240.0 623 45.50 1,090
Milwaukee Gas Light Company 123.0 216 31.00 382
Medison Qas & RBlectric Co. 104.0 269 42.10 438
Wisconsin Gas & Blectric Co. 5T7.4 206 35.80 206
Minncapolis Gas Light Co. 137.0 321 41.30 565
Northern Indiana P.S. Co. ;2) 61.7 978 53.50 330
Portland Gas & Coke Co. (2 37.4 235 40.80 153

Note:

%l; Year ended December 31, 1937

2) Year ended December 31, 1938

All other figures are for yoar ended December 31, 1939.
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It will be noted, from the table above, that companies such as
Peoples Gas Light and Coke Company, Minneapolis Ges Light Company,
Milwaukee Gas Light Company and Madison Gas and Electric Company
which have confined their gas operations within concentrated
metropolitan areas, enjoy densities running between 104 and 240
meters per mile of main, whereas the North Shore Gas Company,
Wisconsin Gas and Electric Company, and Western United Gas and
Electric Company, which have reached out with transmission lines
to cover sparsely populated territories, have densities of less
then 60 customers per mile of trensmission and distribution main.
The above-mentioned other companies, however, have the benefit of
joint operation of an electric utility department, whereas North
Shore Gas Compaeny must depend entirely on gas operations. The
much higher average annual consumptions shown for companies such
as Peoples Gas Light and Coke Company, Public Service Company of
Northern Illinois, and Northern Indiacna Public Service Company,
reflect large volumes of industrial gas sold by these companics,
a large proportion of which 1s sold on an interruptible basis.

It 1s of interest to note, however, that North Shore Gas Company,
whose market is primarily residential and commercial, has a
relatively high average usage per customer, with a corresponding
favorable average annual revenue per mcter.

In the above table, we have also shown the annual revenue per mile
of main. It is worth noting, in this connection, that, all other
things being equal, companies having high revenue per mile of

main are comparatively profitable, whereas others are not.

Western United Gas & Electric Company, for example, which has a

low revenue per mile of main, earns only a limited return on its
gas property investment, whereas a more satisfactory return is
earned by Public Service Company of Northern Illinois. On the
other hand, the very high revenue per mile of main earned by
Peoples Gas Light & Coke Company 1s offset by thec high cost of

gas and by high other operating expenses. In addition, &
substantial portion of the revenue of this company comes from
interruptible industrial sales which yield only a very small margin
of profit over and above tho cost of gas to thc company. Minneapo-
lis Gas Light Company, with a much lower density than Peoples Gas
Light & Coke Company earns a very satisfactory rote of return.

At the present averagc consumption per meter, the carnings of

North Shore Gas Company could increasc very substantially upon
material increase in customer density as the territory builds up,
other factors remeining the same.

Apparently the North Shore Gas Company will require a considerable
further population growth in its territory, in order to place 1its
operations in a more favorable position with respect to the above
discussed fundamental factors affecting the cost of service. As
previously noted, the territory has resumed its growth, and
considerable further growth is a reasonable expectation, as time
goes on, since much of the suburban area covered by the company's
existing mains is highly attractive from the standpoint of new
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home bullding. Furthermore, 1t is reasonable to expect that such
future growth will be largely intensive rather than extensive. In
other words, a very large proportion of the future new customers
will be in the proximity of the existing meins, thereby requiring
only small line extensions, and this should tend to improve the
customer density as time goes on. This conclusion is supported
by the company's expcrience during recent years and by the general
layout of the existing transmission and distribution facilitics.
It 13 of intcrest to note in this connection that the new sorvices
installed during recent years, in tcrms of the net incrcase in

the mileage of mains, were equivalent to 450 customers per milec

of main in 1935, 151 in 1936, 183 in 1937, 169 in 1938, and 103
customers per mile of main in 1939. This is considerabdbly in
excess of the present composite average of 52.8 meters per mile

of main for the systcm as a whole and readily shows that a large
number of the new services installed during recent ycars werc taken
off cxlsting mains with very little installation of new mein linc
cxtcnsions.

Summary: To summarizec the situation, the territory scrved by

North Shore Gas Company posscsses many attractive fcaturcs
favorablc to gas utility opcrations. The territory, as a whole,
is rclatively stablc a&s the industrial fluctuations in the Waukegan
District are offset by thc stable rcsidential nature of the other
districts. The suburbs scrved along the North Shore constitute
what 1s probably one of the wealthiecst suburban districts in the
Unitcd States and the high living standards prevailling in
thesc high-class residentisl suburbs, fundamentally, afford a good
market for thc dcvclopment of high gas consumption per customer
under a proper ratc structurc, coupled with an aggressive loed-
building progrcm.

An unfavorable factor in the situation, however, of fundamental
importance is the present low customer density per mile of
transmission and distribution main. Evidently, the present
transmission and distridbution facilities were bullt to serve a
much larger population than that wvnich now exists, but the
phenomenal population growth which was experienced during the
1920-1930 decade was interrupted by subsequent economic depression.
The growth, howvever, has been resumed, the building of new homes
in the company's territory has been accelerated during the past
few years, and it is likely to continue at a rapid rate, particular-
ly during & period of normal economic conditions. The North
Shore residential suburbs provide much more attractive living
conditions than other suburbs in the Chicago area and it is
logical to expect that they will attract much of the population
migrating away from the congested Chicago area over & period of
years. The increase in population which is likely to take place
will, in turn, increase the customer density, thereby tending to
offset this presently unfavorable factor as time goes on.
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Coke Market. All of the gas manufactured by the Coke Company,

except that used for underfiring its ovens, is sold
to the Gas Company as previously mentioned. In addition, incident
to the production of gas, the Coke Company produces and sells a
large volume of coke, and also produces and sells other by-products
namely, sulphate, sulphur paste, and tar. In 1939 coke sales
accounted for 49 per cent of the company's gross opereting recvenue,
and it 1s therefore evident that the coke business 1is a very
important element in the company's operations.

The company 1s currcntly selling its coke through Pickands, Mather

& Company, who also act as sales agents for a numboer of other cokc
producing companics, under an arrangement which will be discusscd

in a subsequent chapter of this report. The Coke Company also
supplies dircct to the Gas Company the latter's entire coke re-
quirements for gecnerator fuel used in connection with the manufacture
of water gas. Bccausc of the importance of coke sales in the

total picturc, the following discussion of the coke market of

North Shore Cokc & Chemical Company will bo of interest.

An analysis of the coke sales shows that during the past fuel

year ended March 31, 1940, about 934 per cent of the total sales

was accounted for by the domestic market while the remsinder 6

per cent represented sales to industrial users. The distribution
between thess two classes was about the same for the fuel year

1939, but in the years 1936 - 1938, the industrial sales were higher
and accounted for 10 per cent of the total sales in 1938, 18 per
cent in 1937, and 1€.7 per cent in 1936, Most of the industrial
coke 1is sold to two plants in Waukegan, one plant in Nebraska, and
to & utility company in Wisconsin for water gas generator fuel.

As evidenced by the above analysis, the bulk of the coke is sold
for domestic fuel. A further analysis of domestic sales shows
that about 50 per cent of the total tonnage is sold within the
North Shore Gas Company's territory, and in that respect it
competes, at least to some extent, with the Gas Company's gas
house heating market, about 33 per cent in the western Chicago
suburbs and in the so-called Fox River Valley territory extending
from McHenry down to Aurora, and 17 per cent 1s sold to various
towns in Wisconsin such as Madison, Janesville, Beloit and Racine.
A very small amount of domestic ke is sold in Iowa. Under
present conditions, the company do€s not compete in the Chicago
coke market, nor does it sell cokc in Evanston, Wilmette, and a few
other suburbs adjacent to Chicago.

An analysis of the situation points to tho conclusion that this com-
pany enjoys a relatively good coke market, with a favorable frcight
differential for most of the territory in comparison with thc freight
rates which other coke producers have to pay in order to rcach this
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market from their respective coke plants. The results cf an
analysis madc by the company of coke samples produced by various
other companies show that the quality of the company's coke compares
very favorably from the standpoint of fixed carbon, ash content and
other considerations.

It should be noted, however, that coke prices in general are
dependent upon the price of competing fuels and upon conditions

of supply and demand. Weather conditions, among other things,
exert an important influence with respect to the latter factor,
whereas the production of coke 1s governed to a large extent by the
gas recquirements of North Shore Gas Company regardless of weather
conditions or other factors. While under present conditions and
coke output the market 1s able to absordb the coke without necessitat-
ing so-called "distress sales," the factors briefly discussed above
tend to cause relatively wide fluctuations in the earnings, and,
thercfore, to a large extent, the Coke Company has the charactcris-
tics of an industrial concern. These factors will be discusscd in
morc detail in a subsequent chapter of this report.

The other by-products arc sold directly by the Coke Company to a
rclatively limited number of accounts. Gross revenue from these
by-products, in 1939, amounted to about $29,000 as compared with
coke sales of $521,804, and gas sales of $546,132.

The Coke Company is carrying on research work toward the develop-
ment of other by-products in connection with the gas manufacturing
process, and this might lead to new discoverics in the future,
although there are no tangible indications to that cffect at the
prescnt time.

PROPERTX

The physical properties owned by North Shore Gas Company include
two water gas plants, both located in Waukegan and having an
aggregate daily production capacity of about 8,000,000 cu. ft.,

and three gas storage holders with aggregate storage capacity of
4,000,000 cu. ft., about 515 miles of transmission and distribution
main, together with the necessary pressure rcgulators, meters, and
other property of gencral nature requircd to supply gas utility
service in the various communities.

One of the water gas plants is known as the North Plant and is
located on approximately 16 acres of land owned in fee on the

north side of Waukegan about a half mile west of the shore of

Lake Michigan. The gas generating equipment at this plant was
placed 1in operation in 1927 and consists of an 11', 3-shell, Lowe
type, carburctted water gas set equipped with automatic control.
This set has a daily production capacity of 3,500,000 cu. ft., but
during peak periods it 1s capable of a daily output of 4,000,000 cu.
ft. of gas. The steam required for the production of water gas e&nd
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for operating the compressors at this location i{is obtained by
means of 3 - 500 horse-power bollers, one of which is held for
reserve purposes. The regularly operated boilers are rated at a
pressure of 145 pounds, while the third has a rating of 125 pounds
per square inch. The compressor equipment consists of 2 steam-
driven units, One of these, a Nordberg cross-compound duplex zas
compressor was installed in 1920 and has a capacity of 250,000
cu, ft, per hour. The other is an Allis-Chalmers cross-compound
duplex engine which was installed in 1923 and has a capacity of
500,000 cu., ft. per hour. The company will install another
Nordberg compressor at this location during 1940 and this will
provide an additional compressor capacity of 250,000 cu. ft. per
hour. Also, at the North Plant are a gas storaze holder of
1,500,000 cu, ft. capacity and a 200,000 cu., ft. relief holder.
The North Plant is also equipped with the necessary scrubbing,
purifying, metering and other auxiliary equipment and also has
two large o0ll storage tanks where the company stores its enricher
01l used in the production of water gas, At the North Plant
there 1s also located a small o1l fogging station used in connection
with the low pressure distribution system serving the City of
Waukegan, The North Plant also serves as the receiving station
for the coke oven gas which the company purchases from the North
Shore Coke & Chemical Company.

The North Plant was formerly the location of an o0ld coal gas

plant which was abandoned many years ago. The building formerly
housing the coal gas equipment is still in use for storage purposes,
but the coal gas equipment has been removed. This building is not
in very good shape, but the other buildings housing the facilities
now in use are in good operating condition, The North Plant 1is in
regular use, particularly during the peak load months, and in 1939
it produced about 17 per cent of the company's total gas require-
ments for that year. The equipment described above 1is in good
operating condition and has been well maintained. This plant

site has considerable land for future expansion of gas generatinz
facilities should this be necessary.

The South Plant is located approximately one mile directly south
of the North Plant in the City of Waukegan. This plant occuples
an area of approximately 1.8 acres of which 1.4 acres are owned
in fee and the balance is leased until December 1, 1952, from the
Elgin, Joliet & Eastern Railway Company. This plant was originally
built in 1898 as a coal gas plant, but it was converted to water
gas operation in 1917. The present production equipment consists
of 2 - 8'6" United Gas Improvement water gas sets installed in
1917. Both water gas machines are hand-operated and their
aggregate production capacity is 4,000,000 cu, ft, of gas per day.
The boiler room equipment includes 3 horizontal-tube bollers
which are quite 0ld and are operated at 100 pounds pressure.

There is also a water-tube type boiler operated at 150 pounds
pressure which 1s in much better condition, being about fifteen
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years old, This station 1s also equipped with an old Ingersoll
Rand steam-driven compressor with a capacity of 80,000 cu. ft.
per hour. This compressor 1s probably 30 years old. The
purifying equipment consists of three individual bottom dump
purifier boxes. At the South Plant site the company also owns

a 500,000 cu, ft. gas storage holder which 1s regularly used for
the low pressure distribution of gas in the City of Waukegan and
also owns & relief holder of 160,000 cu. ft. capacity which is
used in connection with the generation of water gas. The storage
holder has been maintained in very good operating condition.

The South Plant is used mainly for standby purposes but is operated
intermittently, from time to time, in order to make sure that the
equipment is maintained in shape for peak-load and emergency pur-
poses whenever necessary., The annual sendout from this plant,
however, i1s very small and has varied between 0.1% and 0,4% of the
total annual gas requirements of the system during the past four
years. From a recent inspection, it would seem to us that this
plant 1is raplidly approaching the end of its useful 1life from the
standpoint of efficient operation and should probably be retired
within the next several years.

At the South Plant site, the company also maintains a pipe yard
and a garage building both of which are useful in the company's
operations.

Before going into a discussion of the transmission, distridution
and other facilities owned by the company, we shall discuss, at
this juncture, the coke oven plant of North Shore Coke & Chemical
Company, as this plant is the principal source of supply to the
Gas Company's system and furnishes between 80 per cent and 90 per
cent of the total annual gas requirements,

The coke oven gas plant i1s located in the City of Waukegan about
0.8 mile south of the North Plant. The plant oc upies approximately
42-1/4 acres of land bounded on the east by Lake Michigan and ex-
tending on the west to the center line of a channel which is an
extension of the Waukegan Harbor. This site affords excellent
facilities for bringing in the coal by water route over the Great
Lakes, thereby resulting in more economical freight costs than
would otherwvise have been the case 1f the coal requirements of the
plant were to be transported entirely by rail. The plant is
equipped with a large steel and concrete dock and with efficlient
coal unloading equipment. This site also includes & large coal
storage yard from which the coal is conveyed to the ovens by means
of endless belt conveyors. The plant is also equipped with rail-
road trackage facilities owned by the Coke Company and connecting
with the tracks of the Elgin, Joliet, and Eastern Railway Company,
vhich in turn, connects with principal railroads in the Chicago
district. The company also owns two steam locomotives and nine
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hopper cars used principally for the handling of coke from the
ovens to the storage plle.

The plant was placed in operation in 1928. The gas generating
equirment consists of 31 Koppers Company Becker type ovens of 9.1
tons capacity each and with an aggregate normal carbonizing capacity
of 450 tons of coal per day. Up to the fall of 1637, a portion
of the coal gas generated was used for underfiring the coke ovens,
and this limited the maximum daily sendout of the plant to about
3,100,000 cu. ft. In September, 1937, however, the Coke Company
installed a producer gas plant for the underfiring of the ovens
and this has raised the dalily sendout capacity of the plant to
5,200,000 cu. ft. Such amount of the producer gas that 1is not
required for underfiring is mixed with tho coal gas to a proper
B.t.u. content and transmitted to the Gas Company's system. The
coke oven plant 1s used to carry the base load of the system while
the peeks are taken care of partly by means of producer gas or by
water gas generated at the Gas Company's plants, cs will be dis-
cussed in more detzcil in a2 subsequent paragraph.

Under the present arrangement, the Coke Company sells its gas

to the North Shore Gas Company in an unpurified state, but before
the gas 1s transmitted to the system, it is purified by means of
purification equipment owned by the Gas Company but located at the
Coke Company's plant on land owned by the Coke Company. The coke
oven gas 1s transmitted to the North Plant by means of transmission
lines owned by the Gas Company and therc it 1s mixed with watcr gas.
That portion of the gas used for the so-called low pressure systcm
serving the City of Waukegan 13 mixed to a heat content of about
565 B.t.u.'s per cubic foot and is, in turn, transmitted to the
holder at the South Plant from where it 1s supplied into the
Waukegan distribution system. The balance of the gas is mixed to
a heat content of 540 B.t.u.'s per cu. ft. and it 1is pumped into
the high pressure transmission system supplying all of the area
outside the City of Waukegan. These B.t.u. standards are in
accordance with the requirements of the Illinois Commerce Commission.

In addition to the equipment described above, the plant of the

Coke Company also includes machinery and equipment for the extraction
and preparation of the various gas by-products for the market. The
Coke Company also owns and operates an clectric steam generating
station at this site which furnishes all of the clectricity and
steam roequired in the opcrations of the plant. The electric
generating cquipment consists of two steam turbo-generators of

750 kw. capacity each, equipped with surface condcnsers. The
condenser water is obtained from the harbor through a 24" cast iron
line. One of the stcam turbines is of the extraction type and
some stcam 1s bled from it and used for heating purposes. The
boiler room cquipment includes 2 - 500 horse-power boilcrs operated
at 250 pounds precssure and 510° F. temperature.

In general, the coke oven plant, together with its steam generating,
by-product, and other auxiliary facilities is of good design and has
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been maintained in excellent operating condition. The varicus
buildings are of reinforced concrete and brick construction. In
addition to the buildings housing the various equipment, the Coke
Company also owns an office buillding at this location which 1s used
as the operating headquarters for the plant. The precsont site
cffords considerablc room for future cxpansion of the plant
capacity.

The Gas Company also owns a pumping station known as the Deerfield
Station which 1s used for regulating the distribution of gas in the
southern portion of the territory served. The Deerfield Station
was built in 1926 and is located on a 58-acre tract of land just
south of the county line along the main line of the Chicago,
Milwaukee, St. Paul, & Pacific Railroad, about 1% miles south of
the Village of Deerfield. The existing facilities, however, occupy
only & small part of this land. Apparently, when this site was
purchased years ago, the company planned to use it as a location
for a future water gas plant but the economic justification of such
a plant at this locatlion will have to be examined in the light of
future developments.

The present facilities comprising the Deerfield station include

a 2,000,000 cu. ft. waterless type gas holder and a boiler house

and compressor station. The compressor equipment consists of two
Nordberg cross-compound duplex steam gas compressors each having

a capacity of 250,000 cu. ft. per hour and this equipment 1s

housed in a brick building of substantial constructilon. The boiler
equipment is in a scparate brick building located adjacent to the
compressor room and includes 2 - 300 horse-power stoker fired
bollers operated at about 175 pounds pressure. All of the above
facilities, including the storage holder, are in very good operating
condition. The Deerfield station is absolutely indispensable

in the company's operations and is strategically located with
respect to maintaining reserve supply and proper regulation for the
southern end of the distribution system. Ineidentally, this
station 1s equipped with an automatic pressure recording instrument
which enables the operator to maintain proper pressure at all times.

As of December 31, 1939, the Gas Company had 514.3 miles of
transmission and distribution mains in service and of this total
about 135 miles 1s classed as transmission meins. The general
layout of the transmission systemts~shown on the attached map.

As will be noted from the map, the transmission system provides
duplicate sources of supply to the more important communicies by
means of belt-line loops and, in our opinion, the transmission
layout is wellnengineered. The diameter of the transmissior Ppipes
varies from 16" down to 2", but the preponderant sizes are of 8",
6" and 4" diameter. There are about 38 miles of 8" dlameter
transmission mein, 34 miles of 6", about 50 miles of 4", and about
17 miles of 2" diameter pipe. The transmission mains inter-
connecting the various gas plants are of 16" and 12" diasmeter.
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The transmission system is operated at maximum pressures varying
from 70 pounds per 3G. in. at the North Plant, to 2 pounds per

sq. in. at the extreme south end at Winnetka. During low load
periods, the system is operated at lower pressures. As previously
steted, the distribution system supplying the City of Waukegen is fed
directly from the storage holder at the South Plant at a low pressure
verying from 5" to 8". = The distribution systems serving all other
communities are fed directly from the high-pressure transmission
system described above, and the pressure at each customer's service
1s recgulated by means of individual pressure regulators. In
eddition, the transmission system has a number of pressure governors
situated at strategic locations, and this onables a number of
individual distribution systems to be operated at intermediatc
pressures. In order to secure bettor flexibility in prcssurc
regulation under maximum dey sendout conditions, such as those

which the system encounterecd during the cxtreme cold woather
ecxpericnced during thc pest winter season, the company plans to
install five additional pressure governor stations this ycar at
veriocus points on the trensmission system between Lake Bluff and
Highland Park. This will enable the system to maintain sufficient-
ly high pressures in this area, and still keep the pressures on the
lightly loaded outlying lines to the west within proper limits.

The five additional governor stations will insure better pressure
control throughout the system and will entail a capital expenditure
of only about $10,000.

The distribution mains vary in size, with the larger meins havi

a diemeter of 8" and the smollest mains having o diameter of 1-1/4".
The preponderant sizes are of 6", 4" and 2" diameter, and inasmuch
as the distribution mains outside of the City of Waukegan arc
operated st high pressures, the pipe sizes used represent economical
design, in our opinion.

Most of the transmission and distribution lines are steel, although
there are about 56 miles of cast iron pipe, 65 miles of wrought
iron pipe, and about 50 miles of extra-heavy wrought steel pipe.

The cast iron mains are confined mostly to the Waukegan, Lake Forest,
and Highland Park distribution systems. The cast iron pipes are
not coated, as this class of construction does not need any coating
and has a very long life. Of the wrought iron and steel mains,
about 69 miles are golvanized, and about 300 miles are treated with
some kind of a coating or wrapping. With gelvanized pipe included,
it can be said that about 81 per cent of the wrought iron or steel
pipes are coated. All of the steel pipe laid subsequent to 1926
has been coated with No-Oxide paste and wropped with Teco fabric,
and this standard is still being adhered to at the present time.
The coating and wrapping of steel pipe, of course, guards against
the effect of any adverse soil conditions and protects the pipes
against corrosion, thereby insuring a longer life than would
otherwise be the case. With regard to soil conditions encountered
in the company's territory, while we d4id not make any soil tests,
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we discussed this factor extensively with the operating officials
of the company. These discussions point to the conclusion that
soil conditions, as & whole, are normal. The territory along the
North Shore has a sandy soll which does not give rise to alkall
conditions that cause corrosion. So far as we have been able to
ascertain, there are only a few minor spots on the system where
alkall conditions exist, and these are located near Everett north
of West Lake Forcest, near Deerfield, and in a small section of
North Chicago behind the Northwestern Railroad freight depot.

It is of interest to note that during the past 14 years the company
has installed approximatcly 218 miles of new transmission and
distribution meins, while the mains replaced or abandoned amounted
to only 43 miles. In other words, about 42-1/2 per cent of the
transmission and distribution main mileage now in service was
installed during the past 14 years. Construction was particularly
heavy during the period 1926-1930 inclusive, as o total of 191 miles
of main were installed during that period.

The annual leakage and unaccounted-for gas losses durihg the past
five-year period were as follows:

Lost and Unaccounted-
For Gas 1939 1938 A937 1936 1935

In % of Annuel Sendout 10.95 9.66 9.35 11.38 11.00
Per Mile of 3" Equivalent .
Main (M.c.f.) 318 263 240 280 258

While on a percentage basis the above figures are reasonable,

the annual M.c.f. loss per mile of 3" equivalent main appears to
be somevhat high in comparison with the experience of some of the
other gas systems which we have analyzed. It should be remembered,
however, that this 1s a high-pressure system and consequently 1ts
losses are expected to be higher than those encountered on the
usual low-pressure systems. Taking this factor into account, we
are of the opinion that the above losses are not excessive and
indicate that on the whole the transmission and distribution lines
are in good operating condition. A large proportion of the steel
transmission and distribution mains have welded joints, while

most of the balance is of screw joint construction, although some
of the lines use Dresser couplings. The cast iron mains are tied
together by means of lead joints.

The general property owned by the Gas Company includes a 3~-story
office bullding of brick and concrete construction, situated in
the business district of Waukegan. This 1s used as the general
office headquarters of the company, and in addition, it houses

the appliance sales store on the main floor. The company &also
owns a one-story brick building and & garage building in Glencoe
which serve as the service headquarters for the southern district.
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The company meintains district offices and appliance stores at
Winnetka, Highland Park, Lake Forest and Libertyville, but these
are housed in rented quarters. The Winnetksa quarters are covered
by a 20-year lease which runs to April, 1350. The company paid

a rental of $600 per month for the first 10-year period and now
pays $700 per month for the second 10-year period. It seems to

us that under present conditions this lease arrangement is burden-
some to the company as the office space required to carry on the
operations of thc Winnetka district could be provided at a
considerably lower cost under present conditions, had this long-term
lease not been in effect. The Highland Park office space is
rented at $250 per month under a lease which runs five yecars from
May 1, 1937. The rental paid for the Lake Forest office space
amounts to $125 per month, while that paid for the Libertyville
office space is $80 per month, and these appear to be reasonable
rcntals in relationship to the location and space occupiled.

In our opinion, based on a recent inspection and study of the
physical properties, these facilities have been well maintained
and are generally in good operating condition at the present time,
except the South Plant which is repidly epproaching the end of 1its
economic life. The system layout whereby the communities distant
from the Waukegan source of gas supply are served at high pressures
provides economical operation, particularly from the standpoint of
the investment entailed at the existing low customer densities.

The adequacy of the facilities 1s discussed below in considercble
detail.

Adeguacy of Pregent Before drawing a conclusion as to the adequecy
Facllitieg and Other of the existing production facilities, a
Related Factors. discussion of the division of load betwcen

the various gas plants, as well as an
examination of the company's load curve is of lnterest. The
volume of gos produced at the various plants during cach of the
past 3 years in M.c.f. as well as in per cent of the total amount
produced 1is shown in tho following tabloe:

1939 1938 1937
% of % of % of
Mec.£. Total M.c.f. Totel M.c.f. Total
source
North Plant 317,575 16.9 164,969 8.7 250,334 12.5

South Plant 2.026 _0.1 __4.857 _0Q.2 — 1,966 _Q.4
Total Produced
by N.S.G.Co. 319,601 17.0 169,826 8.9 258,300 12.9

Purchased from

N.S.C.& C.Co. 83.0 91.1 1.741.037 _87.1
Total 1,382,507 100.0 1,%90.922 100.0 1,999,337 100.0

As will be noted from the figures above, the coke oven gas plant of
North Shore Coke & Chemical Company accounted for the bulk of the
Gas Company's annual requirements, and has been supplying between
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83 per cent and 91 per cent of the total annual gas requirements
of the system. Most of the balance was supplied from the North
Plant of the Gas Company, while the South Plant has been supplying
only a very minor portion and has been used mainly for peak-load
and standby purposes, as previously stated.

The accompanying curve gives a graphic picture of the daily

gas sendout of the system for the years 1938 and 1939, and for the
first four months of 1940. In addition, this graph shows the
division of load between coke oven gas, producer gas, and water
gas, and also gives the daily and monthly mean temperatures and the
active central house-heating jobs in service at the end of each
period. The latter two factors are included because they have a
very important bearing on the maxipum day sendout of the system.

As will be noted from the graph, the coke oven and producer gas
plants of North Shore Coke & Chemical Company carry the base load

of the system, while the water gas facilities owned by thec Gas
Company carry the pesaks. It will be noted also that the production
of water gas 1s heaviest during the heating season, although there
is some water gas production during the summer months, presumably
in order to kecp the coke pile down within reasonable limits in
relationship to the anticipated demands of the coke market. It

is of interest to note that during the months of May - September,
1939, there was & considerable water gas production. This 1is
pertly due to 2 coal strike which went into effect at a time wvhen
the Coke Company was about to bring in its year's coal supply at

the opening of the navigation season. This strike, however, lasted
only six weeks whereas the production of water gas continued for
several months afterwards at a relatively heavy volume. It appeers
to us, therecfore, that the Gas Company continued the production of
water gas beyond the period necessitated by the coal strike probably
in order to show an improvement in its income account for that year,
as the average production cost per M.c.f. of water gas was lower
than the average price it would have had to pay for gas purchased
from the Coke Company. While this i3 of no serious consequence,

it appears to us that if all of the production facilities were

owned by one company, such an arrangement would result in more
desirable flexibility toward operating the facilities as a whole

to better economic advantage. It should be noted that under
single ownership, and disregarding the fixed charges on the invest-
ment already made, the coke oven gas plant is by far the most
economical source of supply, and its gas output is limited within
practical limits only by the market's ability to absorb the coke
production at a good price.

The significant point disclosed by the aforementioned graph

i1s the tremendous increase vhich has occurred in the maximum daily
sendout, particularly during the pest winter season when the
maximum day sendout cestablished an all-time peak of 10,713 M.c.f.
The date of this peak was January 18, 1940, and & large part of the
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tremendous increase that occurred w2s undoubtedly due to the ex-
tremely ¢0ld weether which was experlenced on that date and which
necessztated a large consumption on the part of house-heating
customers. The relationship between the moximum day sendout and
the number of house-heating customers served, for sach of the past
severcel heating seasons 1s shown 1n the following tabuletion:

Maximum Day % Increase No. of HOuse % Increase
Sendout Over Previous Heating Over Previous

Heating Secson M.c.f. —Sc830n  Installations _ Season
1939-1940 10,713 27 1,067 2.7
1937-1938 8,260 18.5 899 9.2
1936-1937 6,972 0.5% 823 71.0
1935-1936 7,014 19 482 36.5
1934-1935 5,900 12.5 353 12.0

* Decrease

It will be noted that the recent 1940 peak exceeded the previous
season's maximum day sendout by 27 per cent, whereas the correspond-
ing increase in fie number of house-heating installations amounted only
to 2.7 per cent. The recent peak was accentuated by the sub-2ero
weather which resulted in a daily mean temperature of about eight
degrees below zero during the peak day. The increase in the
maximum day sendout during the 1938 - 1939 season was Quite small,
owing to the relatively higher temperatures which prevailed during
that season. It should be noted that the number of existing
house-heating installations, when coupled with sub-zero weather

is bound to cause extreme increases in the maximum day sendout,
and this, in turn, will require the installation of additional
production capacity in order to carry such peak loads if the
company incrcases 1ts number of housce-heating installations to any
material cxtent. As a general proposition, when the housc-
heating load served by a manufactured gas company is developed

to a point where a substantlial investment for additional facilitics
is required such load is not profiteble at rates competitive with
other fuels, and this 1is true of the company under investigation.
Thc house-hoating load has a rather poor annual load-factor of

the order of 25 per cent, and this means that the facilitics

tied up 1in such service are fully used only a rclatively short
period of time in thc course of a year. In addition, the
connection of house-heating load beyond certain limits, results

in a relatively low load factor for the system o&s a vholc, unless

& company 1s in a position to develop summer loads in order to
counterbalance the poor load factor characteristics of the
housc-heating installations.

As a matter of intercst, we are giving below the annual load
factor of the gas company's system for a period of years. (The
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annual load factor may be defined a&s the ratio of the actual
annual gas output to the maximum possible gas output if the
system vwere able to deliver gas at the same rate as that
experienced during the peak-day sendout, expressed as a
percentage.) In the table below, the load factor is given on
two different bases - (a) on the basis of the maximum day
sendout and (b) on the basis of the averege of the maximum day
sendout, plus that of the day before and the day after such
maximum day sendout. The annual load factors during the past
several years have varied as follows:

1939 1938 1937 1936 1933 1934

Maximum Day Basis 56.2 53.5 59.5 56.3 64.0 68.0
Three-day Average Basis 58.3 62.5 62.0 64.5 73.2 Til.4

The above figures denote a relatively low annual load factor in
comperison with the load factors enjoyed by other gas systems. A
contributing factor to this showing is the peak imposed by the
increase in the number of house-heating installations. For
example, in 1934, when the company had only 353 house-heating
installations on its lines, the annual load factor on a2 maximum
day basis was 68 per cent, whereas due to the subsequent increase
in the number of housc-heating customers the load factor dropped
to 53-1/2 per cent in 1938, and reccovered to 56.2 per cent in 1939.
Owing to the severe peak which occurred in January of this year,
the annual load factor for 1940 will probably be lower than the
1339 figure. The loed factor, of course, exerts & very important
influence upon the average costs of doing business and an increase
in the load factor through the development of summer loads to

£111 in the valley of the present load curve would have a decided
beneficial influence upon net earnings.

It appears to us that under existing conditions the company
will find it advisable to toke on only a limited number of
additional house-heating jobs, and its load-building efforts
from here on would have to be more selective, if they are to be
carried out on a more profitable basis. What we particularly
have in mind is the development of the more profitable cooking,
water heating and refrigeration load which 1s a year-round
business, and comes at the higher steps of the rate schedule.

In comparison with the meximum day sendout of 10,713,000 cu. ft.
experienced during the past winter season, the gas plants
avallable to the system have & daily production capacity of
13,200,000 cu. ft., including the standby South Plant. In
addition, of course, the system is backed up by storage holder
capacity of 4,000,000 cu. ft. With the largest water
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gas machine out of service, however, the daily production capacity
would be reduced to about 9,200,000 cu. ft., and this does not
provide a large margin of protectlion during the peak-load season.

To provide a better margin of safety, and in order to meet future
increases in the peak demand, the company will provide a Butane

gas installation at the North Plant during the latter part of 1940.
Some of the equipment required for this installation will be
transferred from the coke plant where Butane-air gas was formerly
used for underfiring the ovens, and the total cost of the installa-
tion will amount to only about $10,000. The contemplated Butane
plant will be used for peak load and emergency purposes only and

will be capable of supplying about 3,500,000 cu. ft. per day, if
neccssary. Incidentelly, becausc of gravity and other considerations
involved in the mixing of gases, thec amount of Butane gas that can
properly be mixed with water gas and coal gas will have to be limited
to about 20 per cent of the total volume.

The production cost of Butanc-air gas is estimated at about 30¢
per M.c.f. exclusive of fixed charges on the investment, and this
is a recasonable figure for pecak-load gas.

Upon completion of the contemplated Butane gas plant, the company's
production facilities will have sufficient capacity to take care
of the growth in load for the next several years. However, in
the event that the company continues to take on a large number

of additional house-heating installations, the system will require
additional generating capacity two or three years from now.
Several alternatives are available for this purpose. One of
thesc 1s to install additional woter gas capacity at the North
Plant or at the coke oven plant, or such additional water gas
capacity could be installed at the Deerfield station site.

This would require an cdditional investment of between $150,000
and $250,000. However, 1t is quite conceivable that two or
three years from now the company might find it more economical

to consider the use of natural or mixed gos for at least the
southern portion of 1ts system, and this would release sufficicent
production capacity to take care of the growth in the northern
portion of the territory. Such mixed gas could probably

be obtained from Peoples Gas Light & Coke Company through the
transmission facilities of Public Scrvice Company of Northern
Illinois which now purchase substantially all of its gas re-
Quircments from Peoples Gas Light and Coke Company.

It should be noted in this connection that the natural gas
situation in the Chicago area may undergo considerable change
in the relatively near future. A rate caso is now pending
before the Federal Power Commission against the Natural Gos
Pipeline Company of America which is tho wholesale supplicr of
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naturael gas to the Chicago area. This case was brought by the
Federal Power Commission and the Illinois Commerce Commission
has been made a party to the action. The Illinois Commerce
Commission has requested the Federal Power Commission to order
an immediate reduction of $3,000,000 in tho charges made for
natural gas to the purchasi companies and the Illinois
Commission ecstimated that a $3,000,000 rate rcduction would
still permit the pipeline company to amortize 1its entire average
investment from thc date of its inccption to 1954, and at the
samc timc carn a relatively good return on the average in-
vestment. It 1s highly probable, in our opinion, that this
casc, when finslly sottled, will result in a substantisal
reduction in the gatc rate, thercby affording a more cconomical
source of naturscl gas supply. It is highly possiblec, there-
foro, that the natural gas situation in this arca could
conccivably change to a point where its adoption could be

found more economical for future cxpansion of load by companics
such as North Shore Gas Company through conversion to mixed

gas operation. It is also likely that somc years from now

a sccond natural gas pipeline would be built to Chicago in
ordcr to relieve the present line, and to provide a second
sourcc of supply, and in order to utilize such pipzline capacity
cffectively 1t is conceivable that a proper cconomic inducemcnt
can be afforded to North Shore Gas for changing over to mixed
gas operation.

Another development that could concelvably have an important
bearing on the Question of the future possibilities of mixcd

gas operation 1s a reccnt application filed with the Federal
Power Commission by Westorn Natural Gas Company on May 28, 1940.
The applicant secks a certificate of convenience and necessity
for the construction of 2 770-milec, 24" notural ges transmission
linc from the Hugoton, Kansas, fiecld to Milwaukece, Wisconsin,
with laterals to othor Wisconsin communities, including the

City of Kenosha, wvhich is only 16 miles from Waukegan. Although
we have obtained a copy of the above application and studied

its contents, a detailed discussion of this project is premeturc
at this time, excopt to note that if this pipeline is actually
built it could concelvably meke availlable to North Shore Gas
Compeny an oconomical source of natural gas supply for mixed

gas operation.

It should be noted that in the present study we did not make

a thorough analysis of the economics of natural gas or mixed
gas operation insofar as they would affect the future earnings
of North Shore Gas Company. We believe, however, that the
possibilities outlined above should be watched closely and
should be given serious study and consideration at the proper
time in the future.

The above discussion gives a general picture as to the adequacy

of the present production facilities and various alternatives

for taking care of future gas requlirements. We shall now turn

to an examination of the adequacy of the transmission and distribu-
tion systems.
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The transmission system has ample spare capecity 2nd could probebly
take care of a 50 per cent increase in the present annucl gas send-
out without materiasl changes. About the only major need in the
reletively near future 1s a 3-1/2 mile, 8" line extension in the
vicinity west of Lake Forest in order to reenforce that section of
the gystem, but this will require a capital expenditure of not

more than $40,000. Except for possible minor extensions z2nd for
normel replacements, no other expenditures of mojor nature appear
necessary for the transmission system during the next ten years.

The distribution system also has sufficient spare capacity to take
care of at least 2 50 per cent increase in load without necessitating
reenforcements of material nature. As previously noted, the dis-
tribution systems outside of Waukegan are operated at high pressure,
with separate regulators for each customer's service. This 1s

a highly flexible arrangement, and in the event of heavy increases
in load in certain parts of the system, the situation could readily
be relieved by increasing the operating pressure. Furthermore, in
the event of mixed gas operation whereby the heat content of the
mixed gas would be 800 B.t.u. per cu. ft. as compared with the
present 540 B.t.u. standard, the capacity of the distribution system
would be automatically increased in proportion to the increase in
the B.t.u. content.

The existing distribution lines are extensive enough to cover
practically all potential customers in each community without
lengthy line extensions, except in the outlying sections. It is
estimated, however, that the company's service area includes about
1600 homes that are now beyond reach of the existing gas distribu-
tion maeins, and most of these homes are located in the Waukegen,
Libertyville and Highland Park districts. Probably 50 per cent

of these homes now use clectricity for cooking, and 560 homes use
bottled gas. Even if the distribution facilities were expanded to
reach these homes at some future time, the electric users cannot

be considered as potential gas customers, at least for years to
come, During the past fow years, the company has been cooperating
with the bottled gas dealers to the end of keeping as many of the
outlying homes from going over to clectric cooking and looking
forward to a time in the future when the bottled gas installations
would be cut over to the company's system upon extension of the
existing gas mains to reach such customers. It appears to us

that it would be advisable for the company to adopt a somewhat more
liberal line extension policy, if its financial resources permit in
the future, in order to ksep the new homes in the outlying sections
away from electric competition. In this connection, it 1s our
feeling that although, initially, the new ges line extensions to
such areas would yield a relatively low customer density, the
future additional building of homes which is anticipated for such
arees will 1lncreaso the customer density to a point of bringing
about a reasonable return on the investment in the facilities
required to render the service.
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Gas Company., The fixed caﬁital of North Shore Gas Company as of

March 31, 1940, was carried on the books at a gross
figure of $10,105,291, while the depreciation reserve as of the sane
date amounted to $1,251,159, making the net book value of fixed
property $8,854,132.

The above gross book figure includes various intangible items such as
bond discount and expense charged to fixed capital during the years
1901 to 1915; par value of capital stock issued in the years 13900,
1908, and 1912, primarily for franchises, good will, etc., and various
other intangible items. The company, however, in compliance with the
Uniform System of Accounts prescribed by the Illinois Commerce Com-
mission has made an original cost study of its property and plant ac-
count with the aid of Arthur Young & Company, certified public
accountants. As a result of this study, the utility plant account
was reclassified on the basis of original cost as of January 1, 1938.
The basis of this reclassification is briefly as follows,

While the company's books showed a classification by primary accounts
of the property constructed subsequent to June 30, 1918 on an
original cost basis, no such breakdown was available for the property
built prior to that date. It was found from the records, however,
that the original cost of the property at June 30, 1918, amounted to
$1,468,424, This figure was adjusted for subsequent retirements at
orizinal cost and the balance was allocated between the various primary
accounts on the basis of an 1nventorg and appralsal of the company's
tangible property as of June 30, 1918, made by William A. Baehr,
consulting engineer, and then Vice-President of the company in charge
of operations., It should be noted that the aforementioned appraisal
vas used merely as a basis for allocating the property between the
various classifications, but the figures themselves were based on
original cost.

In connection with the above original cost figure of $1,468,424
representing the original cost of the property at June 30, 1918, it

i3 interesting to note that the Illinois Public Utilitlies Commission
(now Illinois Commerce Commission) in an order dated December 30,

1920 found the original cost of the used and useful property of the
company, exclusive of going value and cash working capital and supplies
to be 11,800,000 undepreciated., It 48 not clear from the Commission's
order as to vhether its finding of original cost applies to the
property as of the date of the order, but it appears that the value
found was as of December 31, 1919. The company's recent study of
original cost shows a corresponding value of only $1,512,203 as of
December 31, 1919, and $1,541,959 as of December 31, 1920, and both of
these figures are considerably lower than the $1,800,000 original cost
found by the Commission in the above-mentioned order, It appears that
the Commission's figure included an item for bond discount and expense
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which was segregated under utility plant adjustments in the company's
recent original cost study. In any event, from an examination of the
work sheets of the company's recent study, 1t appears to us

that the starting figure of $1,468,424 substantially reflects the
original cost of the property involved and the same holds true of the
fligures representing subsequent net additions.

According to the company's study, the property and plant account as
of December 31, 1939, 1is as follows:

Utility Plant in Service
Intangible Property $ 137,031.65
Tangible Property 6,134,343.99 $6,271,375.64
Uti1lity Plant Adjustment Accounts
Utility Plant Acquisition
Ad justments 2,098,135.01
Utility Plant Adjustments 1,725,581.15 3,823,716.16

Total $10,095,091.80

Net additions to tangible property between the end of 1939 and

March 31, 1940, including work in progress, amounted to $10,198,

?gkiﬁ% tﬁe total value of tangible property as of the latter date,
, 144,542,

The intangibdles of $137,031.65 included above under "Utility Plant
in Service" are made up of the following items:

Organization $ 31,721.77
Franchises and Consents 102,002.93
Misc. Intangible Plant 3,306.95

$137,031.65

The Illinols Commerce Commission has not passed upon the above
original cost reclassification of the property and has not indicated
what disposition should be made of the utility plant adjustment
accounts, For the purposes of the present analysis, however, we
would prefer to use the original cost tangible property figure of
$6,144,542 as a basis for arriving at the present value of the
physical property.

The following schedule giving additions and retirements from

June 30, 1918 to March 31, 1940, together with the amount of tangiblse
property on the basis of original cost at the end of each year may be
of interest, particularly as an indication of the relative age of the
properties:
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Additions
during year Retlirements Balance
Completed during close of
Construction year year
At June 30, 1918 _ $1,468,424
July 1 to Dec. 31,1918 $ 18,829 1,487,353
year 1919 24,849 1,512,203
1920 29,756 1,541,959
1921 140,674 $ 2,&21 1,680,143
1922 111,959 19,248 1,772,854
192 115,2 g 14,091 1,874,047
192 303,81 18,708 2,159,157
1925 714,644 32,343 2,841,459
1926 1,084,357 26,015 3,500,381
1927 722,387 20,229 4,603,009
1928 626,570 94,643 5,134,936
1929 308,280 82,311 5,360,905
1930 89,766 83,345 5,767,327
1931 102, 302 7,331 5,862,297
1932 8,463 5,505 5,866,255
1933 ,280 2,52 5,872,010
1934 17,274 59 5,888,685
1935 24,706 32,015 5,881,376
1936 80,081 7,232 5,954,225
1937 127’687 22,831 6,059,051
1938 45,287 29,718 6,074,619
1939 64,535 5,862 6,133,292+
Jan,1,1940 to Mar.31,1940 6,689 - 6,139,982
Total 5,178,628 507,071

Physical property at March 31, 1940 (completed constr.)6,132,982
Work in progress ,560

Total tangible property $6,144,542
* - Excludes $1,051 work in progress at the end of the year.

It will be noted that between July 1, 1918 and March 31, 1340,

gross additions mounted to $5,178,628 which is equivalent to almost

5% of the total original cost value of tangible property as of
March 31, 1940, Retirements during this same period have amounted
to $507,071 and 1t appears, therefore, that not much more than
$1,000,000 of the present property value represents property built
prior to 1919. It will be noted, also, that most of the gross
additions were made subsequent to 1923 and that & particularly heavy
construction program was followed between 1924 and 1930.

We have made an analysis of the overheads charged to construction
from 1919 down to March 31, 1940. Such overheads represented engineer-
ing and construction charges by the Baehr Organization, Inc., or
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1ts predecessor, and amounted to $475,044., 1In addition, the. e were
some charges allocated by North Shore Gas Company, but these are
negligible as they amounted to about $4,800. During the period
covered by the above charges, the construction as shown in the
schedule above totaled $5,159,699, and therefore the overhead charges
were equivalent to 10.2% of direct construction costs, This is a
reasonable percentage, in our opinion, and it is not necessary to
adjust the property and plant account for any excessive overheads.

We are therefore of the opinion that the undepreciated original
cost of the present tangible property may be taken at about $6,144,000.
On the basis of a recent inspection of the physical properties and
from a study of the history of the property and plant account, it
appears to us that the present condition of the property on a com-
posite basis may be taken at about 81 per cent, and this results in
a depreciated original cost value of about $4,975,000. Incidentally,
the book depreciation reserve balance which amounted to $1,251,159
as of March 31, 1940, is equivalent to about 20-1/2 per cent of the
original cost of the tangible property and is therefore adequate, in
our opinion.

Coke Company. The balance sheet of North Shore Coke & Chemical
Company at March 31, 1940, carried the gross book
value of fixed property at $3,895,435, while the depreciation re-
serve of the same date totaled $625,252, making the net book value
of fixed property $3,270,183. The company has not restated its
property and plant account on the basis of original cost as 1t
apparently feels that it (s not subject to the jurisdiction of the
Illinois Commerce Commission and such restatement of property value
is not required in order to comply with the Uniform System of Ac-
counts prescribed by the Commission. However, from such information
as is available, we made a study of the property and plant account,
and the results of our study are summarized below.

The property and plant account contains the following items:

Plant site and preliminary services carried at valuation
placed thereon by Board of Directors in the year 1927.
The Company paid $1,000 cash and issued $250,000 par
value 7¥ Cumulative Preferred Stock and $199,000 par
value Common Stock to William A, Baehr for the land and
preliminary services. The Board of Directors, at a
meeting held Fedbruary 21, 1927, declared the property
and services so received to be of a value in excess of
$750,000 thereby constituting payment in full for the
stock issued and also constituting an additional pay-
ment of $300,000, which it directed to appear on the
books of the corporation as paid-in surplus. Mr. Bashr
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sold the preferred stock which he received in this
transaction and made a contribution to the company
of the proceeds from such sale less the cost of the
lant site to him. This contribution, in amount of
5102,160 was not applied as a reduction of the prop-
erty values but was credited to donated surplus
where it appears in the balance sheet - = - - - - - $750,000

Other property, plant and equipment carried at cost,
such cost including engineering, supervision, in-
terest, amortization of debt discount and expense,
taxes and insurance during construction. Included
herein are charges by the William A, Baehr Organiza-
tion (a proprietorship)and the William A. Baehr Or-
ganization, Inc, (an affiliated company and successor
to the business of Willtam A. Baehr Organization) for
engineering services and supervision during construc-
tion of the company's coke plant, such charges being
sufficient to allow those organizations substantial
profits on their services. Major portions of the
profits so derived were contributed back to the com-
gany. These contributions, in total amount of
334,546 were not applied as reductions of the prop-
erty values but were credited to donated surplus
where they appear in the balance sheet - -~ - - - - $3,145,435

Carrying value as shown by balance sheet of
March 31, 1940 = = « = = = = = « = = = = = - - $3,895,435

As we interpret the above notations, which in substance have been
certified t9 by Arthur Young & Company, and from other available
information which we have obtained in order to bring the matter
down to date, the situation with regard to the Coke Company's prop-
erty and plant account is as follows:

The original cost of the plant site to Mr. Baehr was $147,840 and

in effect, therefore, the land account contains a write-up of
$602,160. As will be noted from the above notation, Mr. Baehr
donated back to the company $102,160, which was credited to Donated
Surplus, and in addition $300,000 of the above difference was credited
to Paid-in surplus. The balance of the write-up 1s acoounted for

by the common capital stock of $200,000. As previously noted, this
write-up is still in the present property and plant account and
therefore, for the purposes of an original cost study, it should be
eliminated from the present carrying value of the Land and Preliminary
Services Account, Including some subsequent expenditures, this ac-
count is now carried at $771,056 and by deducting the aforementioned
write-up of $602,160, the original cost of the plant site becomes
$168,896. It is worth noting in this connection, however, that
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because of its strategic location with respect to harbor
facilities, and other factors, this plant site, if it were to

be sold for industrial purposes at the present time, would
undoubtedly bring in a8 price considerably in excess of 1ts original
cost. For the purpose of the present analysis, however, we shall
use the original cost figure of $168,896 for this item.

The other items of property and plant are carried at original cost,
except for the engineering fees and construction profits of the
Baehr Orgaenization, and it becomes necessary, therefore, to

examine these charges. The total charges of the Baehr Organization
amounted to $430,165 from May 1, 1927 to the end of March, 1340.

Of this amount $453,308 represents the charges covering the initial
construction period of the plant, (May 1, 1927 to June 1, 1928)
whilc the balance represents charges madec subseqQquent to that time.
As previously noted, Mr. Bachr contributed back to the company
$334,546 of such charges. This contribution was credited to the
donated surplus of the company, but was not applied as a reduction
to the plant account. Incidentally, the charges as a whole are
sprcad among the various property and plant account primery items,
and are not segregated. It appears to us, therefore, that the
above contribution of $334,546 should be deducted from the present
gross book value of flxed property a2s a step toward arriving at
original cost. After deducting this item, there would still
remain in the property and plant account $155,619 of engineering
fees and construction overhcads paid to the Baehr Organization.

The direct construction costs of the property, cxcluding land,

and exclusive of overheads and construction profits, amounted to
$2,408,152 and the above-mentioned figure of $155,619 for charges
pald to the Baehr Organization is equivalent to less than 6-1/2%
of the direct construction cost. In our opinion, this 1s a
reasonable percentage and does not require a downward revision.

After an elimination of the various items discussed above, the
property and plant account of the Coke Company as of March 31, 1940,
is as follows:

Land and Preliminary Services at Cost $ 163,896
Direct Construction Cost (Excluding

Overheads & Profits) 2,408,152

Total Direct Cost —_— 2,577,048

Qverheads

Baehr Construction Charges $155,619

Interest During Construction 198,397

Amortization 12,525

Insurance 2,575

Taxes 3,212

Miscellaneous 5,854

Orgenization —2.488 381,670

Total $2,958, 718
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It will be noted that in addition to the allowance of $155,619
representing what appears to be & reesonable engineering and
construction supervision fee of the Baehr Organization, the property
and plant account contains other overheads such as interest during
construction, amortization, taxes during construction, insurance

and other miscellaneocus items. The interest during consatruction
amounted to $198,397. The project was originally financed partly
by means of a 20-year 6% bond issue dated March 1, 1927, which is
pricr to the beginning of construction on the plant, and partly

by the issuance of 7% preferred stock. From a discussion of the
subject with the auditor of the Bachr Organization, we understand
that the interest charged to construction represents the net
interest actually incurred after a credit of $60,142 received as
interest from the bank on the deposited cash, which was drawn upon
on the basis of engineers' certificates as the construction work
progressed. We also understand that the other overhead items
listed above represent actuel amounts incurred in connection with
the construction of the project. The above charges are based

on a 15-month construction peried, and while the actual construction
work took only 12 months, it will be remembered that the construction
money was raised about threce months prior to the beginning of actual
construction.

It 1s of interest to note that the total overhead expenditures of
$381,670 1listed above are equivalent to 14.8% of the total direct
cost of $2,577,048, and this appears to be & reasonable over-zll
percentage in the light of the conditions under which the project
was constructed.

The gross additions to the coke oven plant subsequent to June 1,
1928, amounted to $514,707, while the retirements during the same
eriod totalled $91,327, resulting in net property additions of
423,380. Gross additions and retirements are shown by years in

the following tabulation:

Additions Retirements
7/1 to 12/31/28 $219,899 $16,017
Year 1929 - -
" 1930 88, 704 12,000
" 1931 2,882 96
,o1932 9,622 1,558
" 1933 21,558 34,690
"o1934 1,037 2,415
' 1935 24,645 1,915
" 1936 7,182 9,866
1937 113,163 503
1938 4,981 6,542
17,512 5,725

n 1%9
1/1 to 3/31/40 3,522 -
$514, 707 $91,327
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The relatively large construction expenditure of $113,163 made in
1937 represents principally the construction of the producer gas
plant which was pleced in operation in September of that year, as
previously mentioned. It will be noted that about 86% of the
present property and plant tangible value dates back to 1928,

while the balance 1is accounted for by the subsequent net additions,
particularly those made in 1930 and 1937.

The foregoing analysis points to the conclusion that the estimated
undepreciated original cost of the Coke Company's property is
approximately $2,958,000. From observations made during & recent
inspection of the property and from the history of the property
and plant account, we are of the opinion that the present condition
of the property 1s in the neighborhood of 84%. This results in

a depreciated original cost estimate of about $2,475,000, and this
is the figure which we shall use for the purposes of the present
analysis.

Earning Power As shown above the depreciated original cost
Considerations. estimates of the properties under investigation

are $4,975,000 for the Gas Company, and $2,475,000
for the Coke Company, giving a combined figure of $7,450,000 for
the purposes of the present analysis. These figures are not
intended to be a criterion of possible rate-making values as in a
rate case some consideration might be given to reproduction cost
new, less depreciation, and an allowance might be made for in-
tangibles such as going concern value, in addition to the customary
allowance made for working capital and materials and supplies, which
would result in a rate base in excess of the above estimates.

The sound value of manufactured gas properties, however, 1is often
limited by lack of sufficient earning power at competitive rates,
and this has been characteristic of the industry as a whole.
Under such conditions rate-making value 1s of academic interest
only. Therefore it 1s important at this juncture to examine the
relative earning power of the two properties under investigation,
and for this purpose we used the net carnings for the past five
years after making certain ad justments.

The reported earnings of the Gas Company for the years prior to
1939 weres adjusted upward in order to reflect savings in the
purchased gas costs in accordance with the present terms of the

gas purchase contract with the Coke Company which placed in effect
2 lower price schedule beginning with June 1, 1938. The reported
earnings of the Coke Company were adjusted downward correspondingly.
In making this adjustment, we assumed that the present gas contract
is fair to both companies. In arriving at adjusted net earnings,
we 2130 eliminated the profits included in the Baehr Organization
charges to these companies, thereby reducing such charges to actual
cost throughout the S5-year period. We also made an upward ad-
Justment to the depreciation charges of the Coke Company in
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accordance with our 1deas &3 to the annual depreclation requirements
of its property, and finally we ad justed the income taxes of the

two companies in order to reflect the above changes in the income
account.

The adjusted net operating income figures for each company &are

shown in the following tabulation. In eddition, we are showing

in the table the annual rate of return on the respective depreciated
original cost property values arrived at above ($4,975,000 for the
Gas Compeny's property, and $2,475,000 for the Coke Company's
property). We are s8lso glving similar figures for both properties
combined, which show the results of operation had these properties
been merged and operated as one company during the 5-year period

under review. The tcbulation 1s as follows:
5-Year
orth S 1339 1938 1937 1936 13935 Average
» a .
Adj. Net Oper.
Income $191,753 $184,741 $183,609 $258,114 $264,493 $216,542
% Return on
Property 3.85 3.71 3.69 5.18 5.32 4.36
North Shore Coke &
Adj. Net Oper. .
Income $151,502 $174,993 $325,887 $243,125 ¢ 95,804 $198,262
% Return on
Property 6.13 7.07 13.15 9.83 3.87 8.03
P
Adj. Net Oper.
Income $345,259 $364,091 $518,059 $509,920 $372,537 $421,973
% Return on
Property 4.63 4.88 6.97 6.95 5.02 5.66

The above table shows that under existing conditions the Gas Company
is incapable of earning an adequate return on the depreciated
original cost of its property as such rate of return on the above

ad justed basis would have varied from & minimum of 3.69% in 1937 to
a maximum of 5.32% in 1935, with a 5-year average of 4.36%. The
depreciated original cost of the Gas Company's property is equiva-
lent to about $184 per customer, while the corresponding undepreciat-
ed figure is $227 per customer. These are relatively high average
investment figures, particularly in view of the fact that the
company is not self-sufficient from the standpoint of production
facilities, and therefore has to carry the fixed charges on a
portion of the Coke Company's plant investment in the price paid

for purchased gas. This situation, however, 1s not due to in-
flated property values, but it 1s the result of the low customer
density per mile of transmission and distribution main previously
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discussed. The available data and time did not permit an analysis
of the rate of return earned in each of the operating districts

and communities served. It 1s obvious, however, that a very low
rate of return is being earned in the territory west of the North
Shore suburbs, as well 2s in the territory north and west of
Waukegan. As a8 matter of interest, the principal transmission
line extensions into this thinly populated area made by the company
between 1924 and 1930 required a capital expenditure of over
$250,000. The basic remedy for improving the rate of return in
these sparsely scttled areas 1s an incre2sec in customer density

through future population growth.

The adjusted earnings figures shown 1n the foregoing table indicate
that the Coke Company would have earned a reasonable rate of recturn
on the estimated dcpreciated original cost of its property in 1939
and 1938, while the good coke market enjoyed in 1937 and 1936 would
have resulted in high rates of return of 13.15% and 9.83% res-
pecetively. On the other hand, in a poor coke year such as 13935,
the Coke Company would have carned & return of only 3.87%. The
5-year averege net operatil income would have been equivalent to

o rate of return of about 8% on the cstimated depreciated original
cost of the property, and it might, therefore, be argued that the
gas prices specified in the prescnt gas sales contract are not

fair to the Gas Company. It should be noted, however, that after
ellowing for the nccessary working capital and materials and
surplics, this return 1s reduced to about 6.7%. Furthermore, cven
if, for the sake of argument, the Cokc Company's 5-year average
rate of return werc to be rcduced to 6%, and the differcnce werc

to have been possed on to the Gas Company by way of a lower gas
price, the corresponding 5-year average net earnings of the Gas
Company would have been equivalent to a rate of return of only
4-3/4% on the depreciated original cost of its property.

The above analysis shows that, at least under existing conditions,
the Gas Company's property is hampered by lack of sufficient
earning powver, whereas the Coke Company would have been capable

of earning an adequate rate of return on its property even after
downward adjustments in its earnings such as those used in the
above discussion. When considering both propertics as a single
operating unit, we find that the over-all rate of return on the
estimated original cost of the properties involved would have
varied from a lovw of 4.63% in 1939 to a high of 6.97% in 1937

with a3 5-year average rate of return of 5.26%. This shows that
particularly in relatively good coke market yeers, the propertics,
if they were to be combined into a single corporate structure,
would possecss a much boetter earning power than that now obtained
for the Gas Company alone, and this carning power would be further
improved as the customer density increases and thce load-building
activities progress in the future. Under such conditions we

would not suggest a reduction in the property valuation estimates
arrived at above for over-all capitalization purposes, whecreas under
the present set-up the depreciated original cost cstimate found for
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the Gas Company's property would have to be scaled down when
considered from the standpoint of earning power support upcn which
to base a separate capital structure for that company.

In conclusion, it appears to us that it is highly desirable to
nerge the two companies into a single corporate structure, as this
would provide a much sounder basis for a refunding operation and
for a better over-all capital structure. The above analysis
points to the further conclusion that in view of the earning power
limitations prevalling under existing conditions, whereby the rate
of return on the estimated depreciated originel cost of the com-
bined properties would have amounted to only 4.63% in 1339, and

to an average of 5.66% for the past S-year period, even the merged
company would require & very conservative capital structure,
particularly from the standpoint of funded debt if the best long-
term solution to the problem is to be achieved. The advisability
of a merger will be discussed further from other angles in sub-
sequent sections of this rcport. .

OTHER ASSETS

Ges Company. At March 31, 1940, current assets of North Shore Gas

Company amounted to $570,205 compared with current
and accrued liabilities of $254,961, giving the company net
working capital of $315,244. The current assets and current and
accrued liabilities are itemized below:

current Asgets: '
Cash $ 87}882
Notes and Bills Receivable 520
Accounts Receivable $308,518
Less Reserve 20,712 287,806
Interest and Dividends Receivable ' 16,403
Materials and Supplies 99,464
Restricted Funds 150
Dcbt Service Fund 2,980
U. 8. Treasury Bills
Total Current Assets $570,205
Accounts Payable 38,049
Consumers' Deposits T 31,477
Stock subscription cancelled 633
Accrued interest on funded debt 48,760
Accrued interest on consumers' deposits 15,944
Taxes 58,870
Occupational Tax 2,076

North Shore Coke & Chemical Company _53;122
Total Current and Accrued Liabilities $254,961
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A further explanation of some of the major items listed above 1is
as follows:

The free cash, plus the $75,000 U. 8. Treasury Bills, totalled
$162,882, and this compares with an average month's operating
expenses and taxes for 1939 of $96,365.

The accounts receivable aro divided as follows:

Consumers - Gas Accounts $150,067
Consumers - Merchandlse Accounts 157,772
Residuals 393

Miscellancous
Total $308,517

The reserve for uncollectible accounts of $20,712 is considered
by the management to be adequate. During the calendar Kear 1939,
additions to this reserve were made in the amount of $7,488, and
$6,766 of uncollectible accounts were charged off. At December
31, 1939, only $17,231, or approximately 12% of the accounts
recelvable from gas consumers were more than thirty days old.

At the same date, $21,469, or approximately 124% of thec accounts
receilvable from merchandise customers were more than thirty days
old. Accounts receivable from gas consumers at March 31, 1940,
exceeded February gas sales by approximately $8,500, indicating
that the company is not confronted with any unusual delinquent
account problems.

Materials and supplies totalling $99,464 include $46,793 of
merchandise in stock. This compares with merchandise sales for
the first quarter of 1940 of $33,385.

Consumers' deposits are divided between $27,456 which beer interest
at 6% and $4,021 which bear interest at 5%. The rate of interest
on meter deposits was reduced from 6% to 5% on new accounts since
May 20, 1939. The trend in the industry has been towards lower
rates on meter deposits and their refund as rapidly as credit
conditions permit. It would seem to us that the company should
give serious consideration to refunding the deposits to such
customers as have established their credit, as this would reduce
interest charges and improve public relations.

The $59,152 payable to North Shore Coke & Chemical Company, carried
on the Gas Company's balance sheet under intercompany accounts,
is one month's gas purchases from that company.

The remsining items in the above accounts are largely self-
explanatory. It 1s to be noted that no unbilled revenue 1is
carried on the balance sheet.

Net working capital of $315,244 as of March 31, 1940 was equivalent
to $11.60 per meter and compares with an average month's operating
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revenues for 1939 of $121,700, and with an average month's operating
expenses of $96,365. This indicates that the company is in good
working capital position.

Other assets of the company were relatively small and consisted
principally of $46,949, representing appliances installed on
customers' premises under rental-purchase contracts, less a rescrve
of $3,000 for possible losses on repossession of this equipment.
The company follows the policy of installing water heaters and
conversion burners in the customers' premises under a rental-
purchase plan which permits the customer to use the installation
on trial, meanvhile paying a monthly rental for its use. Should
the customer contract to buy the installation, the full amount of
the rental peid 1is credited on the sales price. Prior to June 1,
1937, such trial decals were treated as merchandise sales, but

at that date this was changed and they were transferred from
current accounts receivable to this speclal account. In order
that no profit would be taken upon the books of the company until
the customer has clccted to purchase the appliance, the cost only
of the installation has becen charged to this account and the
monthly rentals paid credited thereto.

The company owns two shares of capital stock of the First National

Bank of Waukegan, and eight shares of capital stock of the First
gage County National Bank at Libertyville at an aggregatc cost of
360.

In addition, the balance sheet showed prepaid itens of $13,198
representing insurance, rents, etc.

Under deferred charges, the balance sheet contains an itcem of
$26,006 which represents expenscs incurred in 1931 in connection
with a natural gas study made in 1931, and no portion of this item
has as yet becn amortized.

At March 31, 1540, North Shoro Gas Company owned $1,576,250
principal amount of S5-ycar, 4% dcbentures of North Shorc Coke &
Chemical Company, duc January 1, 1g42. These debentures were
purchased from the North Shore Coke & Chcmical Company out of the
proceeds of the $5,100,000 North Shorc Gas Company and North Shore
Coke and Chemical Company Joint First Mortgagc 4% Bonds, Series A,
duc January 1l,:1942. The dobenturcs are identical as to maturity,
rate of intorest, prepayment provisions and debt scrvice fund with
the aforementioned Joint First Mortgage Bonds, and are designed

to put the Gas Company in funds with which to take care of one-third
of such first mortgage bonds. While these debentures are carried
on the company's books at par, they were purchased at 97 and the
3% discount was charged to unamortized debt discount and expense.
Pursuant to the agreement dated January 1, 1937, between the two
companies, the debentures are being retired by the debt service
fund at par. The original amount purchased by the company was
$1,700,000. Inasmuch as thesc dobentures are an offsetting item,
we are not including them in this valuation.



Unamortized debt discount and expensc amounted to $94,642 at

March 31, 1940, of which item $48,750 is equivalent to the discount
as yet unrealized on the investment in the 4% Debentures of North
Shore Coke & Chemical Company. This discount is credited as the

debentures are rectired.

The balence of debt discount and expense

i3 being amortized over the life of the Joint First Mortgage Bonds.

In summary, the value of the company's net assets other than
physical property may be taken at about $359,000 for the purposcs
of the present analysis, and thiséuadded to the deprecieted originel

cost of the physical property of

»975,000 previously arrived at

above, results in & total net asset value of $5,334,000.

Coke Company. The March 31, 1940 balance sheet of North Shore Coke
& Chemical Company shows total current assets of
$682,392, compared with total current and accrued liabilities of
only 368,835, thereby resulting in net working capital of $613,557.
The current asscts and current and accrued lisbilities are itemized

below:

Cash $ 35:355
U. 8. Trcasury Billls 250,000
Accounts Receivable, less reserves 33,073
Interest and dividends receivable 5,144
Matcrials and Supplies 299,025
Repayments 640
Receivable from North Shore Gas Co.

Total Current Assets $682,392
Accounts Payable 14,387
Taxcs Accrued 38,198
Intcrest Accrued _16.250

Total Current and Accrucd

Liabilities $ 68,835

The above tabulation indicates that this company was in an ecxcellent
current position at March 31, 1940, as cash on hand, plus $250,000
U. S. Treasury Bills totalled $285,355 which compares with an
average month's operating expenses of only $75,878 for 1939.

Accounts receivable totalled $33,948 against which a reserve of
$875 was carried. The company is currently selling its coke
through Pickands, Mather & Company under an arrangement whereby
this agent receives a 5% commission on the net selling price to the
company after deducting freight charges, and the agent stands zll

uncollectible accounts.

The other by-products are sold direct

by the company through a relatively limited number of accounts

and excellent collections are being experienced. The above reserve
covers in full certain old accounts rather than current accounts

and appears to be adcquate under the selling arrangements described

above.
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Materials and supplies of $299,025 were accounted for a2s follows:

Coke $106,778
Breeze 1,644
Producer fuel 3,358
Tar 840
Sulphate 4oy
Sulphete paste 2,272
Production Stock 179,214
Deferred Production Stock 105
Miscellaneous Stock 4,360

Total $299,025

The coke inventory 1s valued at the arbitrary figure of $4.50 per
ton as compared with an average price of approximately $6.35 per
ton actually realized during 1939. The company had on hand 23,728
tons of coke at March 31, 1940. Production stock consisted
primarily of 3 different coals, valued at cost to the compeny,
including expenses of unloacding the coal. The 1inventory of coal
for carbonization was reduced from $358,814 at December 31, 1939

to $177,921 at Merch 31, 1940, and the inventory of coks was
reduced from $134,407 to $106,778 during the same period. Totcl
inventories declined from $504,652 to $299,025 during this period.
This is a seasonesl decline in inventory and the resulting gcin

in cash, together with & portion of ccsh on hand, has been invested
in U. S. Treasury Bills. It will be remembered that the compeny
brings in its coal supply during the navigation season over the
Great Lakes.

The remaining items listed under Current Assets and Current and
Accrued Liabilities in the above tcbulation are largely self-
explanatory and need no further comment.

The March 31, 1940 balance sheet of the Coke Company includes the
following items:

Common Stock (60%) S. W. Shattuck

Chemical Company $ 28,992
Common Stock (100%) North Continent
Mines, Inc. b4, 754

Note Receivable -~ S. W. Shattuck Chemical Co. 11,647

Interest Recelvable - North Continent Mines,Inc. 3,165

- S. W. Shattuck Chemical Co. 1,980

Open Account - S, W. Shattuck Chemical Co. 106,069
= North Continent Mines, Inc.

Total ’ $4o7,828

The foregoing items represent an outside investment made by the
Coke Companz in these companies. The investment was originally
made in 1934 and involved an initial cash outlay of about $134,887.
Subsequent advances, however, plus accumulated accrued interest
brought this investment to the above figure of $407,628 as of
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March 31, 1940. The actual net cash invested by the Coke Company
or realized during each calendar year in the above two enterprises
is as follows:

The 8. W. Shattuck North Continent

Year Chemical Company  _Mipnes, Ipc. Iotal
1934 $56,516 $78,051 $134,567
1935 22,199 59,864 82,063
1936 9,717 59,880 69,597
1937 576 - 576
1938 9,569+ 6,672 2,897+
1939 45,188 7,268+ 37,920
3 Mos. - 1940 12,590+ - 12,590%

* - Denotes cash received.

The above figures show that from a cash standpoint these enter-
prises have imposed & considerable burden on the Coke Company as
the actual cash outlays during the above period amounted to
$324,723 whereas the cash withdrawals totalled only $15,487.

We, of course, are not in & position to give an expert opinion

on the value of thesc investments as they are outside of the public
utility field. The following comments, however, pertaining to

the history and opcrations of these companies may be of interest.

The property of the North Continent Mines, Inc., prior to the
purchase of its cormon stock by the Coke Company was owned by

Mr. J, Seward Potter, who 1s now vice president of the S. W. Shattuck
Chemical Cormpany and present holder of 40% of its common stock.

The 3, W, Shattuck Chemical Company, with plant located in the City
of Denver, processcs rare netal orcs including molybdenun, uraniun,
tungsten, and radiunm, Its present business 1is prinmarily nolybdenun
products and iron vanadiate. The company purchases concentrates
from producers and further refines them, selling the oxides, etc.
to various manufacturers. The company's sales for the past six
years have been as follows:

1934 $ 38,037
1936 149,413
19;5 289,033
19 290,608
1939 475,778

The property of the North Continent Mines, Inc., located in San
Miguel County, southwestern Colorado, is in that section of the
United States where carnotite and vanadium ores are found ex-
clusively. The company owns various claims which have been added
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to from time to time, reported to be adequate to supply its
operations for many years. The principal product 1s Vanadium
Pent-oxide which is crushed in 1ts mill, sized and packaged, and
shipped to the purchasers, primerily S. W. Shattuck Chemical
Company, Denver. In addition, the company produces radium slimes,
which are currently beilng stored because of the present price of
radium, resulting from the recent Canadian discoveries. At the
time of the Coke Company's purchase, radium was expected to be a
profitablc phase of this operation. The company's sales for the
past six ycars have been almost entirely to S. W. Shattuck Chemicel
Company and are as follows:

1934 $ 4,902
1935 34,961
1936 59,316
1937 52,126
1938 157,348
1939 230,827

The original intention was to treat the ore of the North Continent
Mines, Inc. with ammonium sulphate from the plant of the Coke
Company, but this process was found to be uneconomical. However,
we gather that the investment was made on its merits anyway, al-
though the Coke Company's attention had been drawn to the matter
initially as a market for one of 1ts by-products.

North Continent Mines, Inc. shows an earned deficit on its balance
sheet of $9,572. However, its profit and loss statement for the
calendar year 1939 shows nct income of $5,508. The S. W. Shattuck
Chemical Company shows an carned deficit on its balance sheet of
30,214, However, this company carned & net profit for 1939 of
7,155, The forcgoing profits of both companies were after
accrulng interest on the indebtedness to the Coke Company.

William A. Baehr Organization, Inc., expresses the opinion that
both companies should continue on an increasingly profitable basis,
and, barring unforeseen dcvelopments, will not be the financial
burden in the future that they have been in the past.

As previously mentioned, the total investment of the Coke Company
in North Continent Mines, Inc., as of March 31, 1940, exclusive

of any reserve for losses, was $258,940, which comparecs with 1939
nct earnings of $17,060 availsble for interest and dividends.

Such earnings are cquivalent to a rcturn of 6.6% on the Coke
Company's investment in this enterprise. These carnings were
available to the Coke Company, $11,552 as interest on the advance,
and $5,508 as equity earnings on the common stock. Similarly,
the total investment of the Coke Company in S. W. Shattuck Chemical
Company waes $148,687 which compares with 1939 earnings of $10,006
applicable to such investment. These earnings were avalleble to
the Coke Company, $6,713 as interest and $4,293 as equity carnings
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on 60% of the common stock. The combined earnings of the two
cnterprises applicable to the Coke Compeny's investment of
$407,628 were equivalent to & return of 6.6% on such investment,
but as will be noted from a preceding tabulation, the Coke Compeny
drow down only $7,268 from the North Continent Mines, Inc,, and
on the other hand, it put in an additional $45,188 in the S. W.
Shattuck Chemical Company in 1939. Whether or not the future
operations and cash requirements of thesec two enterprises will be
such as to permit cash payments to the Coke Company, or whether
or not the Coke Company will be required to advance additional
moncy to them, we are not in a position to state, but, during the
past several years, these centerprises required substantial ad-
vances of monecy on thc part of the Coks Compeny, as previously
noted.

Judging from the precsent carnings trend, thesc cnterprises could
concecivably become quite profitable in the future. It is our
opinion, however, that investments of this type have no place

in a public utility situation, and we would prefer to sce them
disposed of ultimately when the proper opportunity presents itself.
Accordingly, we have made no attempt to evaluate these holdings,
being of the opinion that they are worth only what they would
bring in ligquidation, and such liquidation is a practical problem
for the management. The worth of these holdings would appear to
be largely a matter of their geological importance to potential
buyers, a mmtter on which we are not prepared to give an opinion.
Under the circumstances, we would prefer to see these holdings
liquidated, and the procecds of their sale used to reduce the
capitel charges of the Coke Company from the standpoint of long-
term policy.

funds in closed banks in the amount of $4,726, which appears to
bc amply covered by a reserve of $4,064, inasmuch as the company
is receiving some recovery from time to time on this 1itenm.

Another asset appearing on the Coke Com§any's balance sheet 1is

The balance sheet at March 31, 1940, also showed unamortized debt
discount and expense in the amount of $68,311, which represents the
unamortized balance of debt discount and expense on one-third of
the Joint Pirst Mortgage 4% Bonds, Series A, due January 1, 1942.
The balance sheet also showed a deferred debit item of $330,000
which represcnts the discount on the T% preferred stock.

In conclusion, the nat asscets of the Coke Company other than
physical property may be taken at a value of approximately $613,000
for the purposes of the present analysis, and this, together with
the cstimated depreciated original cost of $2,475,000 previously
arrived at for the physical property, makes the total net valuc of
all assets $3,088,000. This, however, excludes thc company's
investment in S. W. Shattuck Chemical Company and North Contincnt
Mines, Inc., upon which Ve are not in a position to placc a valuc
and which could conceivably bc disposed of at a substantial price.
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EARNINGS

The accompanying tables show comparative income accounts of the
Gas Company and the Coke Company respectively for the calendar
years 1930 - 1939 inclusive, and also for the twelve months ended
Merch 31, 1940. A third table shows a corresponding combined
income account for the companies after eliminating intercompany
trensactions and this table, in effect, presents the operating
results as though the two systems were operated &s one company.

In view of the many changes vhich have taken place during the
period under review, the individual income accounts will not be
analyzed in detail at this time, but will be treated more fully
on & combined basis under subsequent hecadings in this rcport.
The following comments, however, rclating to the general trend
cexpericnced, may be of intercst.

It will be noted that in the casc of the Gas Company the revenuec
from gas salecs declinod without interruption between 1930 and

1935. This dccline amounted to sbout 25%. The gas revenucs,
however, resumed thcir upward trend after 1935 and from therc on to
the year ended March 31, 1940, they shoved an increase of about

12% which 1s a better recovery than that experienced by many

other manufactured gas companics. It should be noted, however,
that the revenue for the latest 12-month period was still 16%
below that obtained in the 1930 peak year. The volume of gas

sold declined from 1,465,462 M.c.f. in 1930 to 1,161,803 M.c.f.

in 1934, a drop of 20-1/2%. The subsequent increase between 1934
and 1939 amounted to 33%, and it is noteworthy that the gas sales
of 1,541,467 M.c.f. in 1939 excoeeded those for the 1930 peak year
by about 5&%. The customors served decreased from a predcpression
peak of 25,150 reoached in 1930 to 23,713 in 1933, a docline of
5-3/4%, but a substantial increase was experienced subsequently

to & new peak of 27,107 customers at the end of 1939. The follow-
ing pertinent statistics are of interest in connection with the
trend experlenced by the Gas Company during the period under review.

No. of Meters Average Annual
In Use Selcs per Mcter Average Revenue
1930 22,150 58.3 71.10 1,22
1931 24,215 57.2 70.30 1.23
1932 23,784 56.0 67.00 1.20
1933 23,713 20.7 60.10 1.87
1934 24,252 7.9 55.10 1.15
1935 25,059 48.7 53.50 1.10
1936 25,717 49.7 53.20 1.07
1937 26,413 51.9 51.90 1.00
1938 26,565 54.8 52.90 0.97
1939 27,107 56.8 52.90 0.93

It will be noted that the average price of all gas sold declined
from $1.23 in 1931 to $0.93 in 193G, or 244%. It is encouraging
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Yoar Calendar Caleadar Caleméar Calendar Calendar Calepdar Calendar Calméar Calendar Calendar
Inded Year Tear Yeoar Yoar Year Year Year Year Year Year
Wreh 81,1040 1930 1938 1997 1938 1930 1934 1933 1938 1931 193

Operating Revenues:

Coke sales § o 5a1,004 618,654 909,657 830,853 ey 000 387,670 630,204 414,806 361,241 243,110
Gas sales D”Hnmmw 548,131 590,004 468,13 477,801 384,398 393,507
WK LW, 1P, i, ¥o8, 69 1,13%,688
Operating Revenue Dedustions:
Coet of eckn and gas sules $ s, o8, 408 748,488 838,508 798,804 759,307 91,09 7,879 380,738 306,460 sez,761
Selling expemse, scke 79,008 70,907 71,808 94,338 8,088 71,184 66,011 80,664 88,303 31,008 40,391
Gessrsl asd afainistrative cxpemse 40,188 90,073 e5,880 60,814 60,907 e, 83,908 38,540 42,170 46,079 58,232
Texes, geweral 37,708 ,008 v, 0,16 23,640 26,890 0,250 25,000 21,030
Taxes, foderal incoms 18,338 b 19,336 - - 9,797 £7,360
.ul..m.m. — 58,48 ST .76 ¥ee, 6 5o, %3 ____730.ea1
Operat Ing imcome befors provisiom
for depreciatioa $ 39,3 250,508 806,007 “r,789 333,338 194,008 e, 16 348,633 163,731 258,443 406,743
Provieion for depresiatios 60,000 000 60,000 48,000 48,000
Operuting inoams Ollla.-m- ns 833
Nom-oparating Incame:
Interest on advanees to subs Miaries [ ] 19,92 18,800 ., 3,908 a%8 698 74
Interest u advaness t0 parent OCOEMPARY { 1) 2,13 5,360 1,740
Interest aa joint firet mortgage bamds 880 880 880 [ ]
Othar imcome [} 8,110 R 14,514 12,801 18,688 12,400 13 688 16,380
o, B85 JTRLY . .8 15,40 16,718 15,638 16,380
Grosa Inocome ] 188,89 A8 757 08,041 40V, 108 07,48 168,183 345,151 214,268 134,051
Dedustions from Oross Inoome:
Intereat ca funded &eds $ e,088 85,786 66,794 70,748 68,813 94,008 99,621 104,663 110,517 113,871 118,910
Amnriization of bosd discomd
and expense 39,360 9,507 ,397 8,940 9,201 14,793 11,411
Other interest deductions 3,800 3,606 S40 1,632 1,143 ™
Taxes paid for bomdboldere ,089 2,170 2,527 2,496 1,263
Provieion for lossea of subsidiaries ( 6,804) { 9,9%)
Other dedustions
§ WLl 90,147 118,780 124,168 152,304 132 358
Net Incame ] 04,7358 88,610 110,917 281,808 199,339 4,778 134, 98,483 9,883 90,686 211,363
Lase divideads:
Oa 7§ preferred stoek $ 78,000 73,000 75,000 341,250 131,830 103,000 26,830 - 26,250 105,000 105,000
On cammom stoek 20,000

Balamoe after dividends 3 9,758 11,610 38,9017 { 8>!_ 668,009 [60,28¢) 107,073 98,485 { 16,307) { 14,134) 08,363
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to note that average use after a8 relatively large drop between 1930
and 1934 resumed an upward trend. The average annual bill, however,
did not reverse its downward trend until 1938, and even then it
remained practically stationary during the past two years after a
relatively small increase. While the company made rate reductions
on several occasions during the period under review, a considerable
portion of the decline in average price 1s due to changes in the
character of the load rather than to rate reductions. The company
lost a considerable volume of water heating business which yielded
a rclatively high average price, whereas 1t has taken on a large
volume of housc-heating business at a much lower average price as
will be discussed in more detail later on in this report.

Operating cxpenses of the Gas Company have been affected to a
markcd degrec by changes which were mede in the gas purchese
contract with the Coke Company, whereby the average price paid for
gas was reduced substentially, particularly since 1935, as will be
noted in a subsequent scction of this report. In addition, there
vere downward changes in the price of coke which the Gas Company
purchased for water gas generator fuel from the Coke Company, and
this, in turn, affected the production cost of water gas to some
extent.

Another item of expense which showed substantial reduction for
both companies was the fees paid to the Baehr Organization as will
be shown later. These fees are included under Administration and
Generol Expenses in the accompanying tables and account to a
considerable extent for the variations shown in that item during
the period under review.

The variation in the other items of operating expense, particularly
the increase shown during recent years, 1s principally due to
payroll increases in order to conform to the N. R. A. and other
Federal legislation affecting wages and hours of work, and this is
in line with the general trend experienced by most utility companies.
The payroll of the Gas Company increasod from about $217,500 for
1933 to $317,800 for 1939, an incrcase of 464%. The corresponding
incrcase in the case of the Coke Company was from about $136,000

in 1933 to $191,000 in 1939, an increase of 404%.

It is of interest to note the large increase in sales promotion
expense, particularly subsequent to 1936. This reflects the more
aggressive load-building activities which the company has been
carrying on during recent years.

In line with the general experience of the utility industry, the
taxes of the Gas Company increased sharply as the increase in
general taxes alone amounted to 874% between 1933 and 1939. The
corresponding increase in the case of the Coke Company amounted to
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In the case of North Shore Coke & Chemical Company, the substantial
increase vwhich occurred in the revenues derived from the sale of
coke was sufficient to offset the reduction in income as a result
of the change in the price of gas to North Shorc Gas Company in
1935, and the gross revenues of the Coke Company in 1935 were
substantially the same as those derived under the higher gas

prices in effect in 1934. The higher coke revenues received in
1935 were primarily due to better average coke prices rather than
to & substantial increasc in volume. The average price of coke
continued upward through 1938, and this, together with a very good
volume of coke sales enjoyed in 1926 and 1937, accounts for the ‘
substantial increase in gross revenues shown for those years in
the accompanying table. The volumeof coke sales showed a drop

of about 33% betwveen 1937 and 1939, and this, together with a 12%
decline in the average price per ton, accounts for the decline in
rcvenues experienced during that period. As previously mentioned,
the over-all carnings of the Coke Company are influenced to a
marked degree by the conditions of the coke market, and this factor
is bound to result in relatively wide fluctuations in the company's
carnings similar to a concern of industrial nature.

With respect to the Coke Company's operating expenses, the two
most important factors are, of course, the cost of coal and the
conversion -labor, in the order named. The increase in payroll
has already been mentioned above. The average cost per ton of
coal, including a small handling charge, declined 133% between
1930 and 1932, but experienced a subsequent increase of about 20%
between 1932 and 1939. This average cost, however, remained
practically stationary during the past three years, and the 1939
average cost per ton was only about 9% higher than the correspond-
ing 1930 figure.

The following table gives a clear picture of the trend of net
operating income for the period under review. In order to
eliminate the influence of varying depreciation charges, the figures
used for this purpose are the net operating income before deprecia-
tion. These figures have also been translated to index numbers
using 1930 as a base (i.e., 1930 net operating income = 100%).

The results are as follows:

Year = % -
1930 521,527 100.0 05, 745 100.0 937,710 100.0
1931 577,861 110.8 258,444 63.6 830,327 88.8
1932 493,046 94.5 165,731 40.8 674,379 71.8
1933 393,739 75.5 246,633 60.9 652,910 69.5
1935 327,926 62.9 194,693 48.0 534,861 57.0
1936 332,049 63.6 332,258 81.8 672,990 71.8
1937 231,010 44,2 447,769 110.0 687,942 3.4
1939 304,040 59.3 220,502 54,5 526,546 56.1

12 mos. ended :

3/31/40 300,545 57.5 219,330 54.0 522,010 55.6
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In view of the changes which have taken place in the gas purchase
contract, the combined figures for both companies given above
afford the best basis for judging the trend. It will be noted
that the net operating income of the two properties combined showed
a sharp downward trend reaching their first minimum point in 1935,
and the net operating income in that year was equivalent to 57%

of the 1930 figure. In 1936 the figure increased to 71.8% and in
1937 to 73.4%. These increases, however, were primarily due to s
relatively good coke market and not to any substantial improvement
in gas operations. The downward trend was again resumed in 1938,
and for the twelve months ended March 31, 1940, net operating
income, before depreciation, reached 2 new low point which was
equivalent to only 55.6% of the 1930 results.

While the above filgures indicete a decidedly unfavorable trend in
net operating income, it should be noted that the experience of the
propertics under investigation is 1in line with the experience of
the manufactured gas industry a&s a whole, and likewisc follows
closely the cxperience of & number of individual companies distribut-
ing menufactured gas which we have analyzed, although a number of
such companies have expericnced some rccovery in net operating
incomec during the past two ycars in relationship to their previous
low pelint. Comparatively speaking, it appears thet the combined
North Shore system 1s somewhat more dcpendent on coke sales than
some of the other systems, and during periods of good cokc market
conditions, its nct ecarnings would show a substaential increase such
as that experienced during 1936 and 1937, for example.

Analysis of We are giving below a breakdown of the gas operating
Gas Revenueg. revenues for the year 1939 by customer classes, to-

gether with the corresponding M.c.f sales and average
realization per M.c.f. sold to each class.

Avg. Rev. ¢

Residential $1,275,492 88.7 1,337,471 86.7 95.2
Commercial 100,260 7.0 104,242 6.8 96.2
Industrial 59,271 4.1 97,384 6.3 61.0
Municipel Ltg, 2,268 —_—2 2,370 —9.2 5.6

Total $1,437,291 100.0 1,541,647 100.0 93.2

It should be noted that the totals shown in the above table do not
check with the corresponding figures shown on Page 7 of the report.
The reason for this is that the latter figures include forfeited
discounts and interdepartmental sales, whereas the figures in the
above table represent only the net billings to the consumers. The
above tabulation shows an excellent diversification of gas revenue,
as industrial sclos accounted for only 4.1% of the totel gas
operating revenue in 1939, with the balance being accounted for by
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the stable classes of service. It will be noted particularly

that the residentiasl class of service accounted for 88.7% of the

total gas revenue and for 86.7% of the M.c.f. sold. As will be

shown in a subsequent paragraph, however, about 20% of the residential
revenue comes from house-heating service and this, of course, is
influenced to some extent by the weather conditions prevailing

during the heeting season.

The company has 7 different rate schedules in effect. These rzte
schedules are on a cu. ft. basis and apply uniformly throughout

the entire territory served. In view of the fact, however, that
the heat content of the ges 1s 565 B.t.u. per cu. ft. for the low
pressure system serving the City of Waukegan as compared with a

540 B.t.u. standard maintained in the high-pressurc areaz, the rates
applicable outside of Waukegen, in effect, are about 5% higher on
a therm basis. This diffcrential 1s not subject to serious
criticism, in our opinion, as the cost of rendering the servicec in
the high-pressurec arca 1s considcrably higher than that for Waukegan
owing to greecteor transmission and other costs.

From the standpoint of the rclative volume of sales, the three most
important rate schedules are the so-called "General Rate" the
"Optional Automatic Water Heating Rate" and the "Optional Combination
Space Heating and/or Air Conditioning Rate." Each one of these
rates 1s avallable to customers in any class of service that qualifies
under the provisions specified in the rate schedule, particularly

s to the minimum charge. For example, commercial or industrial
customers using gas for space-heeating in addition to other purposes,
and who can obtaln service at a lower cost under the space-heating
rate are billled undcr that rate for their entire consumption rather
than under the general rate. The three principal rate schedules
referred to above are as follows:

Gepneral Rate
First 400 cu. ft. per month - $ .60
Next 5,000 " " " " 1.27 per M.c.f.

11 lo, OOO " " n n l 15 " "

n n 1" " n 11 "

n ;g ’ 888 1 1] " n l ° 82 1 "

1] 50: OOO n 11} 1] 1 .85 1] "
Over loo’ uoo n 1) " 1 . . 75 1" Hj
Minimum Charge R .60 per month

Wi ~Heea

First 400 cu. ft. per month $1.00

NﬁXt 2,000 : " " " 1.27 p%r M'%.f'
Over 2:288 " " " " l'gg 1t T

Minimum charge 1.00 per month



First 400 cu. ft. per month - $1.00
Neﬁt 5,888 0w " " i.gg per M.c.f
1" ’ " n 1] " * 1" n
15,000 noon " " -20 " "
Over 20,400 .45

Minipum charge - $100 - per meter per yeer

In 1939, the billings to the various classes of customers under

the above three rate schedules accounted for 90.4% of the company's
total gas revenues and for 89.5% of the total M.c.f. volume of
salcs, as will bec noted from the following tabulation:

Commer- Indus- % of Co.
Reaidential __cial _trisl Iotal Iotal
Generel Rete $ 703,847 § 62,268 $ 9,494 $ 775,609 54
Optional Autometic
Water Heatg. Rete 218,215 31,055 5,276 254,546 17.7
Optional Combination
Space Heating Rate 285,22& 4,007 - 269,439 18.7
Total $1,187,494 $ 97,330 $14,770 $1,299,594 90.4
Gene;al Rate 538,142 62,770 9,040 609,952 39.5
Optional Automatic
Woter Heatg. Rate 220,487 40,974 7,253 268,714 17.4

Optional Combination

Space Hecating Rate 5.2&2 - 32.6
Total $1,254,401 $110,687 $16,293 $1,381,381 89.5

Average Price per M.c.f. iglﬂ
General Rate 1.31 $0.99 $1.05 $1.27

Optional Automatic Water

Heating Rate 0.99 0.76 0.73 0.95
Optional Combination Space y N
Heating Rate - 0.5

Composite Average §0.95 0.88 §0.91 $0.9

The above table also shows the average realization per M.c.f. sold
under each of the rates, and it will be noted in that connection
that the general rete resulted in a relatively high price of $1.27
per M.c.f. while thc average prices obtained under the other two
rctes were considerably lower, as would be expected.

A further analysis of the residential revenues for 1939 shows that
over 55% of such revenues were billed under the gencral rate, 17%
under the optional watcr-hcating rate, and 21% under the optionel
combination space-heating rate. The balanco was accounted for by
billings under another water-hcating ratc and under two other
spacc-heoating rotes which, however, are highor for large users thocn
the rates shown cbovo.



It should be noted that all residential customers not having an
automatic water heater, or not using gas for space-heating, are
billed under the general rate, while the entire consumption of a
customer using service for cooking and automatic water-heating is
billed under the water-heating rate and, similarly, the entire
consumption of a customer using service for cooking, space-heating
and water-heating is billed under the space-heating rates.

In order to show the position of the company's principal rates

with respect to relative rate level and promotional attractiveness,
we arc giving below a tabulation of computed monthly bills at
various consumptions obtained under the retes charged by the company,
and under the rates charged by the threc other gas companies serving
the greater Chicago arca. In view of the fact that the other
companies scrve 800 B.t.u. mixed gas, wec have converted thc con-
sumption blocks to therms in thesccomputations in order to place
thcm on a compareble basis, By way of further explanction, it

mey be stated that & monthly consumption of 10 therms represcnts

thc average usage for csooking purposes, while the 20 therm block

mey be taken to represent cooking and refrigeration. The 30 therm
block may be taken ¢s the consumption for cooking and autometic
water-hecating, and the 40 therm block is representative of the
monthly consumption for cooking, automotic water-hecting and
rcfrigeration. The 100 - 300 therm blocks include gas used for
housc-heating purposcs, in addition to thc other uses mentloncd
cbove. The comparison is as follows:

20 30 40 100 200 300

10
N Iherms Therms Therms Therms Therms Therms Therms
Woukegan $2.34 $4.59 $6.41 $7.68 $12.65 $20.75 $28.72
All Other Towns 2.44 4,79 6.69 7.95 13.11 21.52 29.85
P. 8. Co., of Northern
Illinois 2.15 4.20 5.45 6.65 10.75 17.75 24.75

Western United Gas

& Electric Co. 2.33 4.60 4.84 6.24 9.90 1T.40 24.90
Peoples Gas Light &

Coke Co. 1.84 3,39 4,65 5.35 9.55 16.55 23.55

It will be noted from the cbove comparison that the residential
rates of North Shore Gas Company are generally higher than those
charged by the other nearby companies. It is true, of course, that
because of mixed natural and manufactured gas opereations, the other
companies have lower gas costs, and the rate differential mey,
therefore, be Jjustificd on account of that factor. It should be
noted, howover, that many of the customers of the companies using
the above comparison are employed in Chicago or have occasion to
move from the tcrritory of one company to that of the other, from
time to time. This places them in a position to make & comparison
of thelr gas bllls, and consequently the existing rate differentials
cen conceivably have a detrimental effect on public relations. It
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will be noted that for small consumptions such es 10 therms per
month, the differential 1s not very great, particularly as compzared
to the rates charged by the other suburban companies, although in
terms of the rate charged by Peoples Gas Light and Coke Compeny for
service within the city limits of Chicago the North Shore Gas
Company's rate works out to e 33% higher cost for a 10 therm monthly
consumption. The above comparison also shows that thec rotes of
North Shore Gas Company are considerably higher at the higher avercge
monthly consumptions than those¢ charged by thc other companics, and
likecwisc the company's rates arc not as promotional as thosc of

thec othor companies. The rate structurc of North Shore Gas Company
with respect to its competitive position with other fucl substitutcs
will be treated in detall under & subscquont hcading.

Before leaving the question of rates, i1t may be of interest to
observe thet clthough a2 part of the industricl consumption is billed
at the general or water-heating rates, about 74-1/2% of the in-
dustrial revenue and 834% of the M.c.f. volume in 1939 was billed
under a regular industrizl service rate which 1s as follows:

Readinecss to Sorve Charge
Per Customer per Month $50.00
Plus
Commodity Charge
First 2,000 M.c.f. per month 0.55 per M.c.f.
Next 2,000 - " " " .50 " "
Over 4,000 " " " 45 " "

Minimum Bill per Customer per Month - $50.00

The industrial rate has a fuel clause which protects the company
against a rise in generator fuel costs and, conversely, benefits

the consumer when such costs go down. Incidentally, there arc
only ninec industrial uscrs served under the above ratc among those
listed on Page 8 of this report, although the others arc also gas
consumers but arc served under the General Rate. The largest
industrial user accounted for about 204% of the total industriel rev-
cnue in 1939, while the second largest accounted for about 17% of
such revenue. As prcviously mentioncd, however, the industrial
revenucs &8s & whole constitute only a very minor part of the total
gas revenue of the company, cnd the fact that the two largest
industrial users account for 374% of the industrial rcvenue docs

not scem to dctract from the excellent over-all revenuc diversifica-
tion which thc company enjoys. Incidentally, the average reallza-
tion under the above industrial rate in 1939 amounted to 54.2¢ per
M.c.f. 23 compared with an average of 61¢ for ell industrial sales.

In view of the great importance of the residentiel class of business
in the total picture, a detailed analysis of its consumption
characteristics is of interest at this juncture. The average
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monthly consumption per domestic customer served under the general
rate was about 2,300 cu. ft. in 1939. This average consumption,
however, varied widely among the various operating districts as
follows:

Waukegan District 1840 cu. ft.
Lake Forest District 3240 cu. ft.
Highland Park District 2500 cu. ft.
Winnetka District 2880 cu. ft.
Libertyville District 1970 cu. ft.

For the generel rate as a whole, 1rrespective of class of service,
the M.c.f. sales in 1939 were distributed among the various rate
blocks as follows:

Rate M.c.f.

Minimum bill 5,356
First 400 cu. ft. $ .60 93,372
Next 5,000 " " 1.27 414,469
" 10,000 " " 1.15 42,169
; 15,000 " " 1.05 14,494
" 20.000 " " .95 8,694
" 50,000 " " .85 9,787
Over 104,400 " " .75 21,663
Total 610,004

The significant thing to observe in the ebove breckdown is that
513,197 M.c.f. were bllled 2t $1.27 or more per M.c.f. and this was
equivalent to 33-1/3% of thc company's total M.c.f. sales and to
about 374% of the company's total gas revenues in 1939. It should
be noted further that the volume of gas sold et less than $1.27 per
M.c.f. under the above rete is rclatively sm2ll in comparison to
the toteal. Obviously, this ratc 1s designed for the higher price
business.

A simllar analysis of the 1939 sales billed under the optional
combination water-heating rate (which, incidentclly, was placed in
effect on April 1, 1937) shows that for the residential class alone
the average monthly consumption for the entire territory was 9,150
cu. ft. This consumption, however, was much higher for the Lake
Forest district, as will be seen from the following breakdown.

Waukegan District 8,650 cu. ft.
Lake Forest District 11,350 " "
Highland Park District 9,000 " "
Winnetka District 9,000 " "

Libertyville District 8,000 " "
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The distribution of 1939 sales t¢o all consumers served under this
rate was divided between the various rate steps as follows:

Bate M.c.f.
Minimum Bill None
First 400 cu. gt. $1.00 9,637
2% L L i
’ . )
Over 5,400 " " .70
Total 268,713

It is interesting to observe that 514% of the asbove volume fell into
the 70¢ step, about 27% was billed at the $1.00 step, and about 18%
was billed at the $1.27 step, whilec the balance was bllled at the
initial step of thc rote which 1s equivalent to $2.50 per M.c.f.
Another intercsting obscrvation i1s that the sales bllled at the
$1.00 and 70¢ steps of the above ratc represcnted about 13.7% of the
company's total M.c.f. sales and 11.8% of the 1939 total gas revcnue.

The optional combination space-heating rate as originally placed

in effect on May 1, 1935, had & bottom step of 55¢ per M.c.f for
all monthly consumptions in excess of 5,400 cu. ft. On April 1,
1937 this step was shortencd to 15,000 cu. ft. per month, and the
pricc was reduced to 50¢. In addition therc was 2 45¢ step
inserted for 2ll consumptions 1in excess of 20,400 cu. ft. per month.
Apparently this change was made in order to stimulate 2 larger
volumec of house-heating businecss. It is of intercst to notc that
the average monthly consumption under this rete in 1939 amounted to
approximately 31,900 cu. ft. and the variation between the differont
districts was as follows:

Waukegen District 22,400 cu. ft.
Lake Forest District 35,200 " "
Highlond Park Distriect 34,500 " "
Winnetlkae District 32,800 " "

Libertyvillc District 25,800 " "

Of more particular significence is the following distribution of
the billings under this rate among the various steps of the price
schedule:

TTr———
Minimum B1ll 1
First 400 cu. f£t. $1.00 3,661
Nﬁxt 2,000 x 3 l1.20 18,288
" 12’888 1" " 1.00 27’35k
’ .50 112,984
Over 20,400 " " .45 4

Total 502,853
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The significant point disclosed by the above figures is that 64% of
the total volume was billed at the 45¢ step of the rate which does
not, in our opinion, yield a satisfactory margin of profit, even on
an increment cost basis under existing conditions, and furthermore,
224% of the above volume was billed at the 50¢ step. The volume
of gas sold for house-heating purposes at the 50¢ and 45¢ steps
represented 29,4% of the company's total M.c.f. sales to all classes
of service in 1939, whereas the corresponding revenue received from
this part of the house-heating load was equivalent to only l44% of
the total gas revenue. As previously mentioned, the development
of any substantial house-hecating business from here on would be
reletively unprofitable under existing conditions, particularly
vhen the point is reached where additional production facilities
would have to be provided in order to take carc of the sharp peaks
occurring during extremely cold weather.

As prcviously noted, the character of the company's gas load has
undergone considerable change during rccent years due to the shifting
of load from the higher to the lower rate schcdules, and likcowisc

dQuc to the development of low-prica house-heating business., This
will be cvident from an analysis of the residential load summarized
under the following tabulation:

1939 1938 1937 1936 1935 1934

D v
General & Water Heating Rates $62 $986 $986$1,010%$1,016$1,057

% of Totzl Co. Revenues 67 70.2 T71.7 3.5 75.7 78.8
Housc Heating Rates $278 $242 $196 $165 $l45 124
% of Totzl Co. Revecnues 19.3 17.2 14.3 12 10.8 9.2
Total $1,240 $1,228$1,182$1,175$1,161$1,181
% of Totcl Co. Revenues 86.3 87.4 86 85.5 86.5 88.C
Domestic Sales (1,000 M.c.f.)
General & Water Htg. Rates 796 816 809 Bl2 819 834
% of Totel Co. Sales 51.7 56 59 63.5 67.1 T1.8
House Heating Rates 513 Yu4 347 269 230 187
% of Total Company Seles 33.3 30.5 25.3 21 18.9 16.1
Totel 1,309 1,260 1,156 1,081 1,049 1,021
% of Total Company Sales 85.0 86.5 B4.3 B4.5 B86.0 87.9

A%gzgss_ngmsallg_ﬂgxanns
Dollars per M.c.f. Sold)

General & Woter Htg. Rates $1.26 $1.22 $1.22 $1.25 $1.24 $1.27
House Heating Rates 0.54 0.55 0.57 0.61 0.63 0.66
Total 0.95 0.98 1,02 1.09 1.11 1.16

Before expleining the above table, it is well to note that the
figures shown under the "General & Water Heating Rates" classifica-
tion exclude minimum bills, prepeid meter and employce service
acoounts, and the "House Heating Rate"” figures include 2ll space-
heating sazles, a smzll portion of which is to commecrcial and
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industrial customers in addition to domestic house-heating sales,

but these figures exclude minimum bllls. This accounts for the
discrepancies between the above figures and other flgures previously
presented. At any rate, the above figures are comparable throughout
the period covered, and this gives a proper basis for analyzing

the trend experienced in the character of the residential load.

The above table shows that the domestic revenues collected under
the general and water-heating rates declined about 9% between 1934
end 1939, whereas the house-hecating revenues showed an increase of
124%. As a result, the general and water-heating classification
in 1939 accounted for only 67% of the total gas revenues of the
company, whereas in 1934 it accounted for 78.8#. Similarly, the
low-priced house-heating business in 1939 accounted for 19.3% of
the company's gross gas revenue, whcreas the corresponding 1934
figure was only 9.2%. From thc standpoint of M.c.f. volume, the
scles under the gencral and water-heating classificetion accountcd
for 71.8% of the company's total M.c.f. sales in 1934, whercas by
1939 this figurc dropped to 51.7%. On the other hand, the
corresponding figures for the house-heating classification showed
a sharp rise from 16.1% in 1934 to 33-1/3% in 1939. -

We made a further breakdown of the general and water-heating rate
classification, but the figures available for this purpose cover

only the past three years and arc on a somewhat differcnt besis in
that they include 2ll domestic sales under the general rate cnd the
water-heating sales under only the two principal cutomatic water-
heating rote schedules. The pertinent data are tabulated beclow,

end in this connection wec are 2lso showing the domestic housc-heating
sales billed under the two principecl space-heating rates:

Automatic
General Water Heating House Heating

Rate _ Rates =~ Rates =~ Total

1939 $703,847 $272,176 $265,415 $1,241,438
1938 737, 700 261,050 227,443 1,226,193
1937 749,860 248,409 188,242 1,186,511
1939 538,142 263,513 495,792 1,297,447
1938 566,338 254,411 426,484 1,247,233

A 1937 576,520 237,258 335,995 1,149,773
1939 20,300 2,970 1,259 24,529
1938 20,250 2,810 1,135 24,195

A 1937 20,400 2,590 960 23,950

Per Customer - M.c.f.

1939 2.3 7.4 32.9 4.4
1938 2.3 7.5 31.3 4,3

A 1937 . 2.4 7.6 2%8.2 4,0
1939 $1.25 $1.03 53.5¢ 95.9¢
1938 1.32 1.03 53.1¢ 98, 4¢
1937 1.29 1.05 55.2¢ $1.03
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It will be noted thst the sales under the general rate showed a
continual decline during the above period, whereas the sales under
the automatic water-heating rates showed some increase. It is
significant to note, however, that the combined revenues for these
two classifications showed a drop of about $22,000 between 1937 and
1939 and while this decline was more than offset by increases in
the house-heating business 1t will be remembered that this class
of service yieclds a relatively smell profit margin even on an
increment cost basis. The above table also gives the average
monthly consumptions per customer, and the corresponding average
price per M.c.f. sold. The figures show that while the decline
in the average price per M.c.f between 1937 and 1939 amounted only
to 3% for the general classification, only to 2% for the autometic
water-heating classification, and only to 3% for the house-heating
classification, the corresponding decline in the combined average
price to all classcs was 6%, and this greater dilution in the
over-all average price was duec to the increase in the volume of
housec~hoating stles at & much lower price then that obtained for
the other classzs of usage.

The operating results during the 1934 - 1939 period under review
werc also influcnced by rate reductions in addition to the shifting
of load discussed above. One of these reductions was placed in
effect in April, 1934, and affected the general rate to the extent
of $25,000 per year on the basis of the then volume of business
served under that rate. A similar rate reduction of about $35,000
per year was placed in effect in December, 1934 and affected the
water-heating rate, and-that rate was further reduced to the
extent of about $27,000 per year in April, 1937, making & total
annual rate reduction of $62,000 for the water-heating rate during
that period. The house-heati rate reduction placed in effect
in May, 1935, amounted to only $7,000 per year, and the further

ad justment made in April, 1937, wes celculated to yield an annual
reduction of $20,000 on the basis of the volume of house-hecating
business served at that time. While the aforementioned rate
reductions had an influence on the average realization per M.c.f.
sold, the foregoing analysis points to the conclusion that the
shifting of load among the various price levels of the rate
schedules exerted a8 much greater influence on the average price,
and the development of a large volume of low-priced house-heating
business was a very important factor in that connection. Another
factor that influenced the operating results was a relatively
substantial loss of water-heating load to competition, and this
factor will be discussed in more detcil under & subsequent heading.

It 1s interesting to observe that the company enjoys & much higher
tverage gas consumption per residential customer in comperison with
that found for other companies distributing manufactured gas, ond this
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1s characteristic of the high income level per family prevailing

in the company's territory es a whole, An analysis of the 1339
biilings to residential consumers shows that only 63% of such bill-
ings represented minimum bills. This is a relatively excellent rec-
ord, as a number of other companies which we have analyzed showed a
much greater percentage of minimum bill users.

Analysis of Coke Business The importance of the coke business to the

North Shore System will be obvious from
the fact that coke revenues in 1939 were equivalent to 1334% of the
combined gross income available for fixed charges of the two com-
panies, and this ratio was even higher at 174 in a good coke yeor
such as 1937. It 1is evident that the net earnings of this system are
dependent to & large extent upon the coke market, and an analysis of
the coke business is therefore of great importance imn the present
study.

The following table presents the pertinent coke production snd sales
statistics of North Shore Coke & Chemical Company for the past 10-
year period.

— Coke __Coke Sales - Tons

Tons on Hand Tons To Gas Compa To
Year First of Year Produced IEEE"TE:§E:%§251 Others Total
1940 29,868 '
1939 22,259 99,506 , 040 6.1 77,677 82,717
1933 4,622 113,851 , 186 4,8 83,139 87,325
1937 9,357 119,894 1,387 1.1 122,229 123,€15
1936 21,246 111,807 3,216 2.5 123,555 126,771
1935 28,310 102, 405 6,590 6.2 98,994 105,534
1934 22,646 104,632 3,534 3.6 95,946 99,480
1933 64,608 88,865 3,058 2.3 127,769 130,827
1932 77,521 71,742 2,195 2.6 82,460 84,655
1931 66,441 74,004 10,129 16.1 52,794 62,923
1930 35,166 114,972 12,559 15.2 70,063 82,622

It will be noted that a small portion of the total tonnage produced

was sold to the Ges Company for use as water gaos generator fuel. In ad-
dition,since 1937 there were 17,649 tons of ccke used by the producer
gas plant of the Coke Company, and 2,807 tons by the yerd locomotive,
and this accounts for the discrepancy found by comparing the tons on
hand and produced with the coke sales figures tabulated above.

Before drawing conclusions from the above figures, it 1is essential
also to note the corresponding price variations tabulated below:
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a c Coal
On Sales to On Sales to Average Cost per
Year On Total Sales Gas Company Others Ton Delivered to
Coke Plant

1939 $6.35 $3.72 $6.48 $u4.43
1938 7.16 3.74 7.18 4.48
1937 7.36 4.50 7.39 4.43
1936 6.71 4.50 6.76 4.28
1935 6.04 .50 6.18 L.40
1934 5.91 6.49 5.88 4,16
1933 4.86 5.71 4.83 3.48
1932 4.90 6.07 4.87 3.47
1931 6.06 6.76 5.92 3.77
1930 6.57 6.75 7.75 4.05

The sales to the Gas Compeny are relatively unimportant, and, in fact,
in the combined income account table previously presented, such sales
were eliminated from coke revenues and the coke used at the water gas
Plants was treated as an operating expensc. An interesting observa-
tion disclosed by the above tables, however, 1s that the average price
charged for coke to the Gas Company during the period 1931 - 1934
inclusive, was higher than the average price realized on coke sales
to others in the open market. Since 1935, howecver, this situation
wes reversed and it secms that the average price charged to the Gas
Compeny during reccnt years has becen considerably .boelow what this
company would have to pay for coke in the open market.

The important point to observe from the above tables is the wide
variation in thc average price of coke sold to others than the Gaos
Compeny. The sales price per ton of coke and its consequent in-
flucnce on the gross income of the system 1s, to a large extcnt be-
yond the control of the management and 1s governed by the conditiorns
of supply and demend in any given year. Weather conditions play an
important part in this situation as they affeet the amount of fucl
rcquirecd for domestic hcating purposcs on the part of the compaeny's
cokc consumers.

Thc above tablc also shows the corresponding veriation in the avercge
cost per ton of coal delivered to the coke oven plant. Inasmuch cs
coal is by far the most importcnt Tead clement in the production of
gas end coke, the relative fluctuations in coal costs and coke pricecs
is of great importance. An analysis of the above figures shows thcot
whilc the pricc of cokc and the cost of coal dropped considerably
between 1930 and 1933, the decline was sharper in the casc of coke.
Between 1933 end 1935 coke prices stoyed closcly in goer with the
coal costs, but from thet point on the cost of coal remained proc-
tically stationory whercas the price of coke showed a sharp incrcasc
between 1936 end 1937, and then declined considerably during 1938 and
1939. It appecrs, however, that, fundamentally, the price of coke



-64 -

does not follow the cost of coal. The coke market, in general, is
influenced by industrial conditions and particularly by the degree

of production activity in the iron and steel industries. The reason
for this is that coke is a basic commodity entering into the produc-
tion of iron and steel, and conseqQuently when these industries operate
at a high rate, the heavy demand for metallurgical coke keeps the coke
price structure high and, conversely, when the demand for metallurgi-
cal coke i3 low, this places & considerable volume of distress coke

on the market, which, in turn, upsets the general coke market in-
cluding cven the price of coke sold for house-heating purposes.

As a matter of fact, our studies indicate that even for & company
such as North Shorc Coke & Chemical Company which sells the bulk

of its coke to domestic consumers, cokc has 8 price variation

closely approximating that of its related commodity, scrap iron.

In general, dcmestic coke prices, of course, are also influcnced

by the cost of competing fuels, and the latter appcar to have gained
considerable cconomic advantage over coke during rccent years. For
example, the development of domestiec coal stokers has resulted in
mcre officient utilization of low grade coal in the heating of homes,
and the efficiency of o0il burners has increased, and consequently,
some of the high-priced markets formerly enjoyed by coke have dim-
inished. On the other hand, the amount of coke produced by a

coal gas manufacturing company is directly proportional to the
volume of gas produced, and consequently a large gas output makes
the problem of disposing of the coke by-product at a good price,
thet much more difficult. To mitigate the problem to some extent,
some companies, during poor coke years, have attempted to cut down
the volume of coal gas and to increase the production of water gas.
Water gas production, however, except under speclal circumstances,
1s more expensive and cannot be used cconomically as a basc load
operation. Furthermore, the carburettcd water gas proccss involves
the production of tar as a by-product, but the sales price of tar
has a21s0 becn on a decline, and in fact, during the height of the
depression many gas companies could not disposc of the tar ¢t a
profit. In order to offsct the cffcct of stokcrs, some gas
companies have undertaken to adapt a part cf theilr coke for usc as
stoker fucl, and we understand thet North Shore Coke & Chemicel

Company has made some cxperiments along thes¢e lines. Stokor coke,
howcver, docs not bring as good 2 pricc as rcgular coke if 1t 1s
to competec with the checaper coals used 2s stoker fuel., It should

be noted that up to the present time the company has not been
confronted with any severe stokercompetition and has been able

to dispose of 1its domestic coke in the existing market at relatively
good prices, as compared with the lower prices required in order to
compete with stoker coal. It should be further noted that the
above discussion 1s intended to bring out the gencral difficulties
confronting the coke market as a whole, and the above comments arc
not necessarily a specific treatment of the coke market of this
particular company.
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During the past 5-year period, the coke produced by the company was
equivalent to cbout 70% of the coal carbonized. In other words,
for every ton of coal used in the menufacture of ges, the compeny,
on the average, produces about 0.7 ton of coke. With this ratio in
mind and et the 1939 differential between the average cost of cocl
and the gross selling price of coke, the company, in order to offsct
a given increacse in coal costs, would have to obtain z2n almost
equel percentage incrccse in the average price of coke. For
example, cn increcse of 25¢, or 5.7% in the 1939 coal cost of $4.43
er ton could be absorbed, provided the 1939 cverege coke price of
§6.48 per ton went up 35.7¢ or 5.5%. It may be of intercst to
notc that the type of coal used in thc production of coke and gcs
usually variles betwecen relatively ncrrow limits in comparison with
the price fluctuations of industrial coel.

The Bituminous Coczl Division of thc Department of the Interior,
which was crected to administer the so-called Guffey Coal Act,
ennounced some timc ago a schedule of coal prices, which i1f placed
in cffcect, would increcse the Coke Company's cozl costs 20¢ per ton
for the high volatile coal, cnd 10¢ per ton for thc low volatile
quclity, at the mine. Incidentally, thc increcse in prices pro-
poscd for other types of coal used for industricl and clectric
generating purposes are considerably greater in many cascs, It is
difficult to predict the cffect of higher coal prices on the
company's operctions cither through Federzl rcgulation or otherwisc,
but it would scem to us that in a period of 2 higher cozl price
level, the coke prices would also increosc sufficicntly to absorb
at locst most of the incercase in coal costs, If not offset them
cntircly. Thce priccs now actually being paid for coal by the
company cre 2bout the same as thosc paid in 1939. On the other hang,
the boat frelght rate was recently reduced to the extent of 5¢ per
ton as compared with the rate in effect during the 1939 navigation
season. Furthermore, the company recently increased its coke
prices 50¢ per ton above the corresponding prices of last yeer, end
we understand that the present demand for coke is good for this

time of the year. It appears therefore, that the company should
have no difficulty in more than absorbing any reasonable anticipated
increase in coal prices and it further appears that in the event

of high production activity in the iron and steel industry in
connection with the National Defense Program the company's coke
business may conceivably result in & substantial increase in net
earnings sucn as those experienced in 1937 or even higher, barring,
of course, any unusual increases in the cost of coal or in the

other costs of doing business.

The general aspects of the company's coke merket have already been
discussed in considerable detail on Pages 16 and 17 of this report,
and 1t was pointed out in that connection that the company cnjoys
a relatlvely good cokc market with fevorable freight differentials
for most of the territory in comparison with the freight rate which
other coke producers have to pay in order to reach this particular
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merket from their respective coke plants. The retail prices at
which the company's coke was 30ld in 1939 gave the coke dealers
a2 higher margin of profit than that obtained in & number of other
cities, and 1t would seem, therefore, that these dealers would
find it more profitable toc continue to distribute Waukegan coke
than to switch over to other types. It should be noted also that
the bulk of the company's coke i1s used for house-heating purposes.
-
ANALYSIS OF OPERATING Because of the verious changes made in the
EXPENSES. price of zas under the intercompany contrzact
during the period under review, and owing
to our belicf thot any refunding or recapitalization plans to be
undertaken should be based on a merger of the two companies, the
logical procedurc for analyzing thc operating expenses 1s to
considor them on & combined system basis.

Totel operating expenses on & combined basis, 1ncluding maintcnance,
but excluding taxcs and depreclation, smounted to $1,268,792 in 1939,
-nd were cqQuivalent to 64.7% of operating revenues as compared with
65.3% in 1938, 63.2% in 1937, 61.3% in 1936, and 66.3% in 1935.

Thce lower operating ratios expericnced in 1936 and 1937 meinly reflect
the better coke morkcts enjoyed by the system in thosc years. when
toking into account the fact that from 25% to almost 40% of the
gross operating revenuc of the system 1s dependent upon the sclling
pricc of coke which 1s largely beyond the management's control, the
nbove figurcs indicate that the management has been able to cxcrcise
zood control over operating cxpenses during the past fivec years.

It should bec noted, however, that the opcrating ratio of this systenm
is rclatively high, clthough it 1s typical of the manufactured gos
industry. Consequently, even a 10% variation in operating revenue
not accompanied by a proportionate change in operating expenses can
change the gross income as much as 50%.

The expenses of the system are shown in considerable detail in the
preceding ll-year income account tables which give a general picture
as to the trend of the various items of expense. The following
comments will supplement this picture.

Production The largest single item of cxpensc is that incurrcd in
Expenses.  the production of gas. As previously shown on Page 24
of this report, the water gas plants have becn supplying
betwecn 9% and 17% of the annual gas requirements of the system
during recent years, while the balance wes supplicd from the coke
ovcn plant. The average production cost of watcr gas delivered
to the holders, including maintenence, but excluding taxes and
dcpreclation and other fixed charges, has varied as follows during
the past S-year period:
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Average Production Cost per M.c.f. Average Cost
of 011 Used

lear North Plent  South Plant Iotal ¢ per Gallon
1939 26.26¢ $3.10 28.06¢ 3,53
1938 31.66¢ 1,91 36.21¢ 4,11
1937 35.32¢ 1.23 38.02¢ 4,25
1936 33.,06¢ 347 35.46¢ 4.29
1935 34.51¢ 8.13 36.46¢ 4.16

The very excessive unit costs experienced at the South Plant are
due to its very small output as this plant is operated only for
standby purposes as previously mentioned. This type of operation
results in relatively high steam costs which averaged $1.96 per
M.c.f. produced in 1939, and likewlse results in high maintenance
costs on a M.c.f. basis. This high unit cost, howcver, applies to
only a very small amount of gas, and as a result of the low costs
experienced at the North Plant, the unit cost of all water ges
produced is not high, particularly in view of the fact that the
water ges plants carry the peak loads on the system, Inasmuch

as the enricher 01l rcepresents close to 40% of the total production
cost of water gas, we have also included in the above table the
cost per gallon of o1l used in order to show the relative variations
in o1l prices. It will be noted that oil prices have becn on a
declinc in recent ycars and the cost per gallon dclivered to the
plant in 1939 was lecss than the minimum average cost of 3.55¢ per
gellon reached in 1932. In 1930, the average cost was 4.87¢ per
gallon, whereas prior to the depression the average price was in
the neighborhood of 6¢ per gallon.

With reference to the production cost of coal gas, the Coke Company
uses the industrial method of accounting, which, while correct under
the present method of separate operation of the coke oven plant, does
not give a proper basis of comparing the unit production costs with
those experienced by other gcs utility companies manufacturing coel
ges. The gas utility companies, of course, in accounting for the
cost of gas, follow the method prescribed by the various regulatory
commissions in accordance with the uniform c¢lessification of

accounts applicable to utility operations. However, for comparative
purposes, we have recast the operating figures of the coke oven
plant so as to place them on & utility accounting basis, and on such
a basls the production costs during the past S-yeer period hove

been substantially as follows:

1339 1938 1937 1936 1835

Gross Production Experse 970,248 1,103,001 1,057,331 961,005 942,197
Credits for Residusls

Coke and Breeze 586,929 805,304 861,431 757,336 586,402
Tar 59,451 70,915 69,793 61,211 51,669
Sulphate 33,228 38,539 38,860 29,211 30,808
Stecam 4 3,651 3,268 ols
Total __911411% 851,026
Net Cost of Coal Gaos 287,293 185,159 83,596 109,979 269,435
Coal Gas Produced
(1,000 M.c.r.) 1416.9 1447.5 1259.7 1060.2 1029.3

Aver. Cost -¢ per M.c.f. 20.28 12.79 6.64 10.37 26.18
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The costs as shown above include all of the operating and meintenance
costs of the Coke Company, except taxes and depreciation and other
fixed charges on the investment in the plant facilitles. It will

be noted that the average production cost per M.c.f. of coal ges
varicd between 6.64¢ and 26.18¢. The lowest cost occurred in 1937
and had the benefit of a good coke market which resulted in a much
higher coke credit than that for 1935 which was 2 relatively poor
coke mcrket year and rosulted in tho highest average net cost of
26.18¢ per M.c.f. of gas delivered to the holders. The compositc
average cost for the above S5-year period amounted to 15.06¢ per
M.c.f. and this may be taken as an aversge representative figurc for
the system as the above S5-yeer period included both relatively good
and poor coke yecars. The above composite average of 15.06¢ per
M.c.f. of coal gas compares very favorably with the experience of

a number of other compenies producing coal gas wh.ch we have analyzed.

The combined average production cost of both water gas and coal
gas delivered to the holders during the period under review was as
follows:

5-Year

1939 1938 1937 1936 1935  Average
¢ per M.c.f. 212.6 15.2 12.0 17.1 28.6 18.9
¢ per Therm 3.90 2.7% 2.14 3.04 5.1% 3.4

The z2bove unit production cost figures excludc toxcs and depreciation,
as well as interest on the investment involved. On the whole, the
g2s production costs of this system compare favorably with the
corrcsponding costs of other companics manufacturing water gas and
cocl gas in the same proportionatec amount a3 that manufactured by
this system.

As o matter of interest, the above 5-year cverage composite cost of
3.4¢ per therm comperes with an avernge price of about 4.75¢ per
therm paid by the ncarby Public Scrvice Company of Northern Illinols
for firm mixcd gas purchased from Pcoplcs Gas Light and Coke Company.
Thc avcrage price paid by Public Scrvice Company of Northern Illinois,
howecver, includos fixed charges on the supplicer's investment, and
thercfore, 1s not a strictly comparcble figure. A comparable
situation is the production costs cxpericneed at the coke oven plant
of Wisconsin Gas and Elcctric Company at Racine, Wisconsin. This
plant is considered to be among the st efficient plants in the
country, and its coal costs are comparable to those of North Shore
Coke & Chemical Company. From an analysis of the operating results
of the Racine plant, we found that its average production costs
during the past 5-yecr period on the same basis 2s that used in the
above analysis of the gas costs of the North Shore System were
equivalent to 3.64¢ per therm as compared with & 5-year composite
average figure of 3.4¢ per therm for the North Shore System. As
previously stated, the gos production costs of this system also
compere very favorably with those of 2 number of other manufacturing
gts compenles which we have anclyzed.
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Gag Purchase Contract. The asbove discussion treats the ges production

costs on & combined basls, that is, assuming
that the two companies had been merged and operated as a single
system, Actually, however, as previously stated, the gas produced
at the coke oven plant is sold to the Gas Company under a contrect
dated February 17, 1927, and extending to July 1, 1953, with right
of extension by either party for ten additional years. The termns
of this contract and the price of gas thereunder have been changed
from time to time by mutual agreement, and are discussed below, cs
2 motter of historical interest.

The contract originally specified a flat price of 60¢ per M.c.f. of
unpurified gas with average heat content of 570 B.t.u. and the daily
dcliveries werc limited to 3,000,000 cubic feet. This pricc was
bescd on a cozl cost of $4.98 per ton delivered to the plant, plus

e conversion cost of 85¢ per ton, and thc bcosic price was to be

ad justcd monthly in direct proportion to any changes in the sum of
these two vericbles. This price schedule remalned in effect from
June 1, 1928 to December 1, 1930.

It appecrs thet during 1930 the amount of coke in stock continued to
%row to alarming proportions cmounting, ot the end of the year, to
6,441 tons at the Coke Company's yard, in addition to a supply of
8,500 tons purchased by the Gas Company and stored in its yord.
Under Article 22 of the contract, which contains 2 force me jeure
clouse, the Coke Company determined to reduce its operations to
cvoid the piling up of coke. Operctions were reduced 2nd the
price of gos was arbitrarily fixed ct 50.687¢ per M.c.f. which wcs
substanticlly equivalent to the avercge price peid in the previous
year. This flat price remained in effect from January 1, 1931
to March 31, 1932, eond recsulted in somc increcse in the avercge
pricc paid by the Gos Company as such price would hove becn 48.148¢
per M.c.f. had the originasl terms of the contract been operatlive.
From April 1, 1932, until Januery 31, 1935, the gas was billed
under the provisions of the original contract, but from February 1,
1935 until August 31, 1937, by mutual agreement, a discount of 6&¢
per M.c.f. was allowed to the Gas Company as a deduction from the
price computed under the terms of the original agreement, and,
therefore, the Gas Company recelved considerable benefit during that
period.

In December, 1936, through an amendatory agreement between the two
parties, the price of gas was changed as follows: For the first
3,000,000 cu. ft. per day, the cost of gas was to be bllled at the
price specified in the original contract less a discount of 6¢

per M.c.f, but upon completion of a producer plant to be constructed
by the Coke Company, the next 1,500,000 cu. ft. per day, (but not

to excecd 300 million cu. ft. per year) was to be charged at 30¢

per M.c.f. so long as the producer gas was in operation. The above
pricc schedule remained in effect until June 1, 1938.
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On June 1, 1938, a second amendatory agreement was entered into
providing a price schedule as follows:

For the first 60,000,000 cu. ft. per month - 45¢ per M.c.f.
For the next 30,000,000 cu. ft. per month =~ 40¢ " "
For the next 30,000,000 cu. ft. per month - 30¢ " "
All over 120,000,000 cu. ft. per month - 20¢ " "

The above prices for unpurified gas are still in effect, and are
based on & coal cost of $4.80 per ton in the stock pile, plus =
labor conversion cost of TO¢ per ton of coal or a total sum of $5.50.
The cmendatory agreement provides that the above prices are to
remain fixed unless the sum of the two variables should go above
$6.00 or fall below $5.00 in which event the price of gas 1s to
increase or decrease in direct proportions as the sum of the two
variable beses shall increase or decreeso. In addition, the
second amendatory agreement eliminated the rental formerly paid
by the Gas Company on the space occupled by its purification plant
2t the Coke Compeny's plant.

It 1s impossible to doctermine preciscly the cmount of the reductions
granted to the Gas Compcny under the above modifications of the
origincl contract, beczuse the avercge price pzid by the Gas
Company wes influenced to some extent by the amount of water gos
menufectured at its own plants. Assuming, however, thot thc scme
amount of ges would havce been purchased by the Gos Company during
thc period under rcview as that actually purchcsed, the annuel
pcyments calculated under the terms of the originel contract would
comperc with the payments zctuclly made for purchased gos as follows:

Payments Computed on Basis
of Original Contract With- Actual Poyments

out Giving Effect to Any of mede
Zecr The Apendetory Agreoomopnts =~ by Gos Company  DRiffercnce
o ] [ L] 4 Egz !L‘Q.‘: .
1928 $304,011 4g.3% $304,011 49,34 -
1929 557,851 50.01 557,851 50.01 -
1930 593,507 50.68 593,507 50.68 -
1931 365,332 48.15 384,597 50.69 $19,265+
1932 465,172 43,72 477,291 4y .86 12,119+
1933 485,132 43.07 485,132 43.07 =~
1934 543,698 50.50 543,499 50.50 199
1935 549,995 53.43 k93,289 47.92 56,706
1936 559,101 52. 74 496,513 46.74 62,588
1937 688,668 54.67 577,956 45.88 110,712
1938 791,008 54.65 595, 025 45,33 195,983
1939 779,239 ~  54.99 546,132 38.54 233,107
Net Differecncec $627,511

* = Red Figure
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As will be noted from the table above, the aforementioned changes
in the gas purchase contract resulted in a net benefit of $627,911
to the Gas Company during the period under review as compared with
the amounts it would have had to pay for gas had there been no
change in the original terms of the contract. While the above
discussion and figures are of historical interest, it should be
noted that in the event of merger of the two properties, this
intercompeny contract would be eliminated and the actual ges pro-
duction costs under such combined operation hawalready been
discussed above,under the heading of "Production Expenses."

The verious revisions made 1in the price schedule of the gas ccntrect
point to the conclusion that the contract has not worked out
satisfactorily, and it seems fair to assume that under separate
operction of the two companies further modifications will probably
be required in the futurc in order to mect changing conditlors.
Furthermore, an intercompeny contract of this kind brings up the
question of jurisdiction on the part of the Illinois Commercc
Commission over the Coke Company's property and in & rate procceding
considcrable controversy could conccivably arisc as to whether or
not the amount includcd in operating expenses of the Gas Compeny
for purchascd gas 1is reasonsble in relationship to the cost of

such ges. A merger of the two propertics into a single corporatc
structurc would climinnte questions and controversies of this type,
and these are additlonal reecsons which lcad us to believe that such
merger 1s 2 highly desirable step.

Other Operating The table on the following page gives a comparison
Expenses. of the other principal items of expense incurred
by the North Shore System in its gas utility
operations, with similar items of expense incurred by twelve other
companies. This comparison relates the various items of expense
on & per customer basis, and also as a percentage of gross operating
revenue.

Our studies of gas utllity operating expenses such as transmission
and distribution, customers' accounting and cocllection, sales
promotion, and administrative and general expenses, show that,
generally speaking, some of these expenses vary relatively in
proportion to the number of customers served, while others are quite
independent of that factor. However, the relationship of most of
the expense items to the number of customers served is sufficiently
close to serve as & falr basis of comparison in the unit cost per
customer between companies. For example, the maintenance portion
of the transmission and distribution expense is in part dependent
upon the number of miles in the system, but normally about 75% of
the total maintenance 1s accounted for by the maintenance of mcters
and services, and thesc cxpenscs vary more necarly with the number

of customers served than with the milcage of the mains. On the
other hand, pumping and rcgulator expense, which 1s one of the items
included in the transmission and distribution group of accounts, is
8o dependent upon loczcl conditions that a normal figure can hardly



Unit Operating Expenses

TransmissIon and Customers’ Accounts Administrative
Distribubion and Collection Sales Promotion and General
er of Oper- Per % of Oper- Per % of Oper- Per % of Oper-
Customer ating Rev. Customer ating Rev, Customer ating Rev. Customer ating Rev.

Company Bk 3 $
North Shore Gas

Company 5.80 9.60 2.5 4,55 2.52 4.76 3.56 6.71
Western United

Gas & Elec. Co.*5.24 11.50 6.60(a) 14.50(a) (a) (a) 2.45 5.40
Pub.Serv. Co. of

Northern I11.* 5.82 10.10 3.06 5.37 3.35 5.88 3.22 5.68
Peoples Gas Light

& Coke Co. 3.30 6.66 3.00 6.58 1.87 4,10 3.42 10.10
Milwvaukee Gas

Light Co. 3.39 10.90 2.02 6.52 1.42 4,60 1.75 5.66
Madison Gas &

Elec. Co. * 3.92 9.10 1.45 3.38 0.89 2.06 1.75 4,07
Wisconsin Gas &

Elec. Co.* 3.52 9.80 1.75 4.091 0.83 2.32 2.4 6.74
Minneapolis Gas

Light Co. 1.20 2.92 4.o4 12.00 1.06 3.21 2.71 6.55
Laclede Gas

Light Co. 2.51 7.05 1.96 5.67 1.13 3.18 2.66 7.45
Washington Gas

Light Co. 4.89 10.60 2.56 5.58 1.97 4 .30 3.30 7.18
Brooklyn Union

Cas Co. 3.96 12.80 3.93 9.50 1.07 3.45 2.62 8.50
Lowell Gas

Light Co. 0.90 2.58 3.76 10.85 1.94 5.08 2.49 7.04
Portland Gas

& Coke Co. 3.26 7.98 2.79 6.84 3.16 7.73 2.55 6.23

Group Average 3.67 6.42 2.81(b) 6.82(b) 1.77(b)  4.23(b) 2.69 6.72
Notes:

* - Operate Electric Utility jointly with Gas Utility

{a;— Sales promotion expenses included in Customers' Accounting & Collection

b)- Excludes Pub. Serv. Co. of Northern Illinoils
Above figures are based on 1939 operations cxcept Western United Gas & Elcctric 1
Company (1937) and Public Service Company of Northern Illinols (1938). N
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be developed. The maintenance expense component of the trans-
mission and distribution expense item also will normally vary from
year to year, as maintenance 1is an item of periodic nature. In
addition, a portion of this expense is independent of the number

of customers served, and vhen reduced to a per customer basis will
vary from one company to another according to variation in
customer density. Customers' accounting and collection expense

is closely proportionate to the number of customsrs served. Sales
promotion expense depends largely upon company policy, but assuming
uniform policy with respect to the effort applied to the building
of business, this item should be closely proportionate to the
number of customers served. The administrative and general group
of accounts includes many items of miscellaneous nature, some of
which arec proportionate to the number of customers and others arc
not. Another factor to kecep in mind in analyzing cost comparisons
bectwecn companies 1s that the gas dcepertments of & number of
companies have the benefit of joint operetion with an electric
depértment and under thesc ecircumstances, the unit oxpenses for
combination companics of this type, would be cxpected to be lower
than those incurred by purely gas companies.

It will be noted from the forcgoing table that the transmission
and distribution expcnse of North Shore Gas Company is considcrably
ebove the average for the group of companies used in the comparison,
both on & per customer and on & revenuc baslis. A considerable
part of this variation, howcver, is due to thc much higher pumping
and rcgulator cxpenscs required on 2 high-pressurc system of this
kind, and in fact, this componcnt of transmission and distribution
cxpcnse in 1939 was cquivalent to $1.54 per customer. It will

be noted further that companies such as Western United Gas and
Elcctric Company and Public Service Company of Northern Illinois
which opcrate transmission systems of 2 somewvhat similar type with
that of North Shorc Gas Company 21s0 have a releatively high
transmission and distribution expense per customer which is about
in line with the North Shore Gas Company's experience when relative
pumping costs and customer density are taken into account. The
lower unit costs enjoyed by 2 number of the other companies are
meinly attributable to a much higher customer density and to
considerably lowver pumping expenses. It appears, therefore, thet
vhen examined from the standpoint of fundamental physical factors,
the transmission and distribution_expenses of North Shore Gas
Compeny are in line with expectatiomM®s but it should be noted that
because of the nature of its system the compeny 1s of necessity
confronted with relatively high transmission and distribution
expenses. With an increase in customer density in the future,
however, this item should be expected to tend downward on a per
customer basis.

The company's customers' accounting and collection expense is
below the average for the group of companies shown above, although,
as will be noted, a number of such companies enjoy & unit expense
considerably below such average. Such lower average costs are due
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in part to joint operation and in part to centralized billing
procedures which these companies have adopted. The North Shore

Gas Company does not employ centralized billing at this time, and
from a limited examination of its accounting procedure, it would
seem to us that some savings could be made in customers' accounting
expenses if centralized machine billing were to be used. Ve

would recommend that the possibilities of centralized machine billing
be given serious study and consideration by the management.

As previously noted, the relative magnitude of sales promotion
expense depends largely upon managerial policy, and those companies
that conduct aggressive loed-bullding campaigns incur a much higher
expense than the less aggressive companies. The final criterion

as to this item of expense is the results accomplished, particularly
from the standpoint of net operating revenue added by the load-
building efforts, and consequently the amounts spent on & per
customer basis or in per cent of operating revenue are of secondary
importance when vicwed in the light of rcsults accomplished. It
appears to us that whilc the sales promotion oxpenses of North

Shorc Gas Company arc relatively much higher than tho corresponding
expcnditures of a number of other companics, it scems advisable

that such expenses should probably be continucd at this high level
in order to protect the business against competition and to
stimulate further usage of gas in the territory. It appears, how-
cver, that the sales promotion expenditurcs of the company should be
devoted more to that type of load-building activitics that producecs
more net operating revenue and assures protection against the loss
of high-priced business to competition, rather than to the develop-
ment of marginal profit load. We have particular reference to the
relatively high amounts of sales promotion expense that has been
incurred in the past for the development of the relatively low-priced
house-heating business.

The administrative and general expenses used in the above comparison
are only those applicable to the Gas Company and amounted to $96,590
in 1939 as compared with $100,118 1in 1938. The combined administra-
tive and general expenses of the system, including those of the Coke
Compan (?}9,674) amounted to $136,264 in 1939 as compered with
$165,769 in 1938. The combined 1939 administrative and general
expense was equivalent to almost 7% of gross operating revenus.

It will be noted from the preceding tabulation that on a customer
basis this 1tem of expense is considerably higher than the average
for the companies shown, although on & revenue basis it is asbout

in line. One contributing factor to the seemingly higher ad-
ministrative and general expenses is the rental paid for the various
district offices, as this amounted to about $13,860 in 1939 and

was equivalent to 14.3% of the total administrative and generzl
oxpenses of the Gas Company alone. Another contributing factor

is the supervision and management fees paid to tho Bachr Organization,
and these charges in 1939 amounted to $39,646 for the two companics
and were oqulvalent to about 2% of the combined gross opcrating
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revenue. These charges, at their 1939 level, appear to be
reasonable, in our opinion as, on & revenue besis, they were not
much higher than those usually found in the case of mutual service
companies of the larger holding company systems. We understand
that since Januery 1, 1937, the charges of the Baehr Organization
have been based on the actual cost of the work performed for the
verious subsidiaries of the North Continent Utilities Corporation,
while prior to that time the basis was actual cost, plus 50% for
overheads and profit. Incidentally, the various members of the
Beehr Orgonization who are also officers of the two companies
involved in the present study do not draw any salaries from the
companies, and the above charges represent all of the operating
expenses charged to the companies for all operating end management
services rcndcred. Prior to January 1, 1937, however, we under-
stand thet Mr. William A. Baehr drew o smcll salary from the Coke
Company and this amounted to $1,200 in 1936, and only to $200 in
1935. Similarly, Mr. Williom B. Bechr, in 1936, drew 2 sclary

of $1,860 from the Gas Company and $1,725 from the Coke Company,
while the corresponding 1935 salary figures were $1,860 and $1,620,
respectively. We understand that Mr. Williem B. Baehr also drew
sm21l salaries from thesc two companies during prior yecors. When
the new arrangement was placed in effect as of January 1, 1937,
these two officers discontinued drawing any salaries from the two
operating companies. The Baehr Organization charges in 1939 were
considerably lower than those charged in prior years as will be
noted from the following table:

_Deehr Organization Charges
Yeer To Gas Company To Coke Company Total % of Oper, Rev.
1939 $25, 068 $14,578 $ 39,646 2.02
1938 34,249 38,112 72,361 3,56
1937 25,674 30,881 56,555 2.47
1936 16,154 35,274 51,428 2.33
1935 21,201 43,720 64,921 3.33
1934 53,233 35,934 89,167 4,61
1933 82,634 19,031 101,665 4.98
1932 96,142 20,437 116,579 5.85
1931 90,198 23,595 113,793 5.62
1930 62,315 31,573 93,888 4,03

Other items of importance included in the administrative and general
group of accounts for 1939 were general office salaries of $17,167
and general office supplies and expenses of $16,077 for the Gas
Comgany. The corresponding figures for the Coke Company amounted
to $18,654 and $5,110 respectively. The salaries of the local
operating officlals of the twvo companies are relatively low. The
highest paid operating official of the Gas Company draws & yearvrly
salary of $6,300, vhile the salary of the next highest paid depert-
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ment head 1is $4,900. The yearly salary of the highest paid
operating official of the Coke Company is $5,400.

Other i1tems of administrative and general expense do not call for
special comment.

Maintenance The various items of expense discussed above include,
Expenges =~ of course, maintenance expenditures. The maintenance

expenses as & vhole, have varied during the past five-
year period as follows:

—Maintenoance Expenses
Gas Coke

lear company Company Total
1939 $40,095 $33,488 $73,583
1938 35,456 37,141 72,597
1937 34,037 30, 149 64,186
1936 43,001 42,060 85,061
1935 37,235 27,216 64,451

As previously noted, maintenznce 1s an item of periodic nature
varying from year to year on that account, and this explains the
verietions during the above five-year period. The five-yeer
everage maintenance oxpense amounted to about $38,000 annually for
the Gos Company, cnd to about $34,000 for the Coke Company, with

& combined average of about $72,000 per year. In terms of the
cstimoted original cost of the propertics, exclusive of land, thesec
maintenance expenditures were equivalent to 0.64% for the Gas
Company and to 1.23% for the Coke Company, or an average of 0.83%
for the combined properties. Insofar as we have been able to
observe, these maintenance expenditures have been sufficient to
keep the property in good operating condition. As time goes on,
however, a gradual replacement of transmission and distribution
lines and other equipment will have to be faced, but such replace-

ments are not a maintenonce charge and consequently will be reflected
in the fixed cepital and depreciation reserve accounts, in accordance

with prescribed utility accounting procedure.

Incidentally, the extreme cold weather experienced during the past
winter season caused frost domage to the pipelines of some gas
companies, but we are informed that no such damage of any appreciabl
nature occurred on the lines of North Shore Gas Company. This
compenys' lines are installed ot & sufficient depth below the street
or highwey surface so as to insure proper protection against frost.
During the 1936 cold spell, however, there was some frost demage

to the company's scrvice lines, but this appecrs to have been of
relatively minor nature in comparison with the experience of a
number of other gas companies. Such damage as occurred wes
immediately repaired, and this accounts for the higher malntencnce
cxpenditures incurred in 1936, ond shown in the cbove table.

e
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Pcyroll. Inasmuch as wages end salaries paid to employes

constitute & very important element in the expenses
discussed above, we are giving below 2 summary of the payrolls of
the two companies for the years 1935 - 1939 inclusive:

S 2 e S e o

Po
gas Company 295 050 252,085 294, 383 251,118 197.820
oke Company &ae,éé} Egzlggg agg 745 Ezg 819 154,707
Total 84,463 455,585 485,128 »937 352,527
a 1 :
Gas Company 22,735 18,143 25,410 34,511 7,ﬁ82
Coke Company &.212 ggﬁ 3.292 1,022 62
Total 24,507 18,648 34,703 35,533 7,944
Total Pavroll
ga; c8mpany 317,785 270 228 319,793 285,629 205,302
oke Company 19%.185 299,818 &gﬁ,? 1 125,159
Total 508,970 7 s223 519,831 2,470 360,471
Qpereting Payroll in Per Cent
of Operating Revepue
Gas Company 20.5 17.9 21.5 18.6 15.0
Coke Company 17.7 16.9 12.8 13.1 13.7
Combined 4.7 22.5 2l1.2 19.4 18.1
Operating Peyroll in Per Cept
of Operating Expenses Excl.
Taxes opd Depreciation
Gas Company 28.3 23.6 27.9 27.1 21.4
Coke Company 23.9 23.0 19.4 18.5 17.2
Combined 38.4 34,4 33.5 31.4 27.3
[ ] a -
oke Company
Total 327 317 290 297 é#%

It will be noted that only a relatively small portion of the total
payroll was charged to construction, and this is accounted for by
the fact that the companies have not been confronted with heavy
construction progrems during recent years. The relatively high
construction payroll of the Coke Company in 1937 reflects the
construction of the producer gas plant 1n that year. It appears
that during years of relatively high construction activity an
aprreciable portion of the time of some of the operating employes
would be charged to construction as such employes can be switched
to construction work, at lecst during & part of the construction
scason, and this would reduce the operating payroll to some extent.



-78-
P

It will be noted that between 1935 and 1939 the total payroll of

the Gas Company increased 55%, while the corresponding increase in
the case of the Coke Company amounted to about 23%. These increases
reflect partly adjustments in wages and hours in order to comply
with the N.R.A. and other Federal legislation. The shortening of
hours accounts to & large extent for the incresse in the number

of employes shown in the table above. In addition, a part of the
increase in the operating payroll of the Gas Company 1is due to the
increase in load-bullding efforts whereby both the number of sales
promotion employes as well as the commissions paid to them showed a
relatively substantial increase. The 1939 operating payroll
figures, for example, include salaries of $10,784 paid to sales-
men, as well as $38,765 commissions and bonuses paeid to salesmen and
other employes in connection with the Gas Company's load-huilding
program.

The last general wage increase was placed in effect in May, 1937,
and amounted to about 5% for the monthly employes and to about
7-1/2% for the hourly employes, and this accounts for the increase
shown above in the 1937 payroll as compared with 1936. It appears,
however, that the companies have been able to exerclse good control
over the payroll through occasionsl layoffs. We understand that
some wage adjustments are now under negotiation between the
companics and the operating employes, but these are not likely to
‘exceed $20,000 and a considerable portion of such an increase 1is
likely to be offset by rcadjustments in the operating personnel.
The operating employes of both companies are not affiliated with
either the C.I.0. or the American Federation of Labor, and the
companles apparently have been able to get along without any labor
difficulties. On the wvhole, the monthly wage scales of the
companies are in line with wvages pald by other employers within

the territory served, but the wage rates of some of the hourly gas
plant employes are somewhat below those paid by other nearby gas
companies.

With reference to the above table, particular attention is directed
to the figures showing the operoting payrolls as a porcentage of
operating revenues and operating expenses, respectively. These
percentages give a good indication as to the extent to which operct-
ing revonues must be increased in order to absorb a glven perccntage
of wage increases. For example, on the basis of 1939 operating
conditions a general wage incrcasc of, say, 5% for the system as

a whole could be offset by an incresas of only 1.24% in gross
operating revenue, and likewise a wage increase of this magnitude
could be offset by a decrease of only 2.74% in other operating
expenses, excluding taxes and depreciation. On the whole, while
the opcrating payroll of this system is relatively substanticl in
rclation to the other costs of doing business, as well as in terms
of operating revenues, the ratios appecar to bc in line with the
usual experienco of manufactured gos companies. Furthermore, the
North Shore System can absorb a considerable increase in business
wvithout increasing the present personnel, and it seems to us that
through a better centralization of customers' accounting and other
commercial functions, the present payroll could probably be reduced
to some extent.
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Taxes. Total taxes of the Gas Company in 1939 amounted to $112, 738,
including $11,884 of income taxes and were equivalent to
7.83% of gross operating revenue. The corresponding taxes of the
Coke Company amounted to $55,394%, including $18,332 of income taxes,
and the total tax burden of that company was equivalent to 5.2% of
gross operating revenue including gas sales to the Ges Company.
On a combined basis, the tax burden of the system was eQuivalent
to 8.5% of gross operating revenue, including coke sales, and to
11.5% of gas operating revenues alone, and was likewise equivalent
to 1.85% of the estimated original cost of the property. The
latter two figures give a much better basis of comparing the tax
burden of the system with that of other gas utility companies, and
such comparison indicates that on a combined system basis the tax
burden of the North Shore companies is sbout in line with average
experience. As previously noted, on Page 50 of this report, the
tax burden of the system showed a sharp increase between 1933 and
1939, but this was 1in line with the gecneral experience of the
utility industry.

Depreciation. The annual depreciation charges of the Gas Compeny
are based on an order issued by the Illinois Commerce
Commission on December 30, 1920, which order specified that the
company sct up an annual depreciation charge of $35,000, plus 1.75%
on all net additions and betterments made to the property subsequent
to December 31, 1920. The 1939 depreclation charge which amountcd
to $112,287 was equivalent to about 1.9% of the original cost of
thce depreciablo tangible property and appoars to be adequate, in
our opinion, in rclationship to the long-term reQuirements of the
property. The charges for the prior years also appear to be
adequate, and therefore no adjustment need be made for inadequate
depreciation in the actual depreciation charges of the Geos Company
shown in the previously presented ll-year income account. It
should be noted, as a matter of interest, that the depreciation
charged to operations during the past 5-year perliod was identical
with that allowed for Federal income tax purposes. The company
claimed somevhat higher depreciation charges on its income tex
return for the years 1935 - 1938 inclusive, but these were disallowed
by the examiner of the Bureau of Internal Revenue and were reduced
to the amounts actually shown in the income account.

As willl be notcd from the ll-yecr income account teble previocusly
presented, the depreciation charges of the Coke Company have varied
widely during the period under review,. The company's depreciation
charge for 1930 was about $80,000, but this was reduced to $48,000
for each of the years 1931 - 1936 inclusive, and then was raiscd

to $60,000 annually for the year 1937 and subsequently. For income
tax purposes, the Coke Company has been ellowed cn annuel deprecia-
tion credit of $80,000 throughout the period under review. Taking
into account the type of property owned and its long-term dcprecla-
tlon requirements, it appears to us that an annual depreciation
charge of about $69,000 for the Coke Company would be more in linc
with conservative accounting practicec, and we would make 2 corres-
ronding adjustment in considering thec reported net carnings of the
company.
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COMPETITIVE SITUATION AND PROSPECTIVE EARNINGS

In order to arrive at conclusions as to the future trend of earnings
of the gas utility operations, it becomes necessary to examine the
company's sales promotion activities, the losses of load to
competition, the sesturation of the existing market, and the competi-
tive position of the present gas rate structure. The results of
our analysis of these and other related factors are summarized below.

Appliance Sales The following tabulation gives the Gas Company's
gross merchandise and jobbing sales, and the net
cost of sales promotion by years for the period

1930 - 1939 inclusive.

Sales Net Cost of Net Cost of Sales
Year Total Salcs per Meter Sales Promotion  Promotion per Meter
1939 $237,396 $ 8.76 $68,490 $2.52
1938 159,956 6.02 66,834 2.52
1937 338,419 12.81 55,301 2.09
1936 248,638 9.67 9,845 39
1935 201,040 8.02 23,079 .92
1934 129,930 5.36 49,920 2.07
1933 82,138 3.%46 46,511 1.96
1932 70,042 2.94 38,998 1.64
1931 120,733 k.99 38,170 1.57
1930 187,549 7.46 24,867 ‘ .99

Due to changes made in the classification of accounts, the merchandise
sales as shown on the company's books do not now include water heat-
ers and conversion burners installed on customers' premises on 2
rental basis. In addition, under the old classification in effect
prior to January 1, 1938, the cost and charges for repairs to
customers' appliances were included in merchandise sales, whereas
since January 1, 1938, these items are charged to operating expenses.
In order to put the figures on a comparable basis throughout the
period covered by the above table, and owing to the fact that &

ma jority of applinneces put out on a rental basis result in actual
sales, we have included the scles price of such rental appliances

in the above total scles figure and have likewise included the work
on customers' premises.

It will be observed, from the abovec table, that total merchandise
and Eobbing sales showed a consistent increase from the low point of
$2.94 per meter reached in 1932, to a pcak of $12.81 per meter in
1937, In 1938 such scles dropped to ?6.02 per meter, which is
about one-half of the 1937 unit salcs figures and then recovered

to $8.76 per meter in 1939, but this was still about 30% below

the 1937 peak figure.
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The net cost of sales promotion shown above 1s a net figure obtained
by deducting the net profit on merchendise sold from gross sales
promotion expense incurred in the development of ncw business. The
gross sales promotion expense flgures, and the corresponding nct
profit on merchendise sales, are shown in the following tablc:

Gross Sales Promotion Expensc Not Profit on Moerchandisc
Avercge % of Gross
Ycer Ampount Eor Meter Apount Mcrchendisc Szles
1939 $109,866 $4.05 $41,376 20.3
1938 78,654 2.96 11,821 8.4
1937 105,398 3.99 50,096 17.5
1936 69,712 2.71 59,867 24.1
1935 69,164 2.76 46,085 22.9
1934 75,903 3.13 25,983 20.
1933 64,979 2.74 18,468 22.4
1932 52,626 2.21 13,628 19.4
1931 64,789 2.68 26,619 16.5
1930 67,632 2.69 42,765 : 22.7

The net profit on merchandise shown above was derived by deducting
from gross merchandise and jobbing sales the cost of eppliances and
meterial, the labor cnd other installation cxpenscs, & small storc-
room handling charge cquivalent to about 1% of the cost of materizl
or applicnces, the clerical salaries, and the uncollectible accounts
and losscs on rental installations repossesscd. The salarics of
the commercial department supervisors and the salarics and com-
missions paid to salcsmen on appliances sold are included in sales
promotion cxpense. The above mcthod of accounting docs not give

2 truc picturc, and it appears that, after allowing for salaries
and commissions and other expenses chargeable to merchandising,

the company's merchandising activities have been carried at a smell
loss. This, however, is not an unusual situation, as many other
utility companies heve experienced similar losses on their mer-
chandising operations. The sharp drop in net profit on merchandlse
seles experienced in 1938, as shown in the table above, was
primarily the result of a corresponding sharp drop in gross sales,
which was accompanied by & large reduction in gross sales promotion
expense, as compared with 1937. As will be noted from the above
figures, the corresponding net cost of sales promotion of $66,834
in 1938 was actually higher than the 1937 figure of $55,301 which
had the benefit of a much higher gross merchandise sales volume.
Similarly, in 1936 when a large volume of gross merchandise sales
was enjoyed, the net cost of sales promotion amounted to only
$9,845 in spite of the fact that gross scles promotion expense
amounted to $69,712 in that year. The latter figure was reduced to
o net sales promotion cost of $9,845 by the offsetting net profit
of $59,867 on merchandise sales.

In general, the above tables show that, while the company's yecorly
gross sales promotion expense has been large, the net cost of sales



-82-
P

promotion is influenced to & very large extent by the volume of
gross merchandise sales and during years when the gross merchandise
sales are high the company's net sales promotion expense 1is
correspondingly reduced on account of the higher net profit on
merchandising snd jobbing activities. The gross sales promotion
expense has increased consistently during reccnt years with the
exception of 1938, and reached = nevw high in 1939. The net cost
of sales promotion has also shown considercble increase subsequent
to 1936. This is largely due to fluctuations in gross merchandise
sales cnd net profit on such sales as previously noted. In
general, it appcars that the most effective means for keeping the
net cost of salecs promotion down is by incrcasing the volume of
merchandise sales. The latter, of coursc, 1s also of great im-
portance from the stendpoint of increasing the volume of ges salcs
and protecting thc company's load cgainst inroads by competing fucls.

The following table gives the number of major gas appliances sold
during the past five-year period:

1939 1938 1937 193¢ 1935

Renges 1219 835 1271 1216 1010
Refrigerators 337 219 478 391 292
Side-Arm Water Heaters 27 43 82 108 122
Automatic Water Heaters 864 497 730 361 319
Central House Heating Jobs 195 133 415 > 80
Auxliliary Space Heating Equip. 51 43 g9. 35 23

The above figures include appliances sold direct by the company's
own sales force as well as most of the applicnces sold by 2 number
of co-operating dealers and plumbers under a cooperative plan which
will be discussed subsequently. In addition, however, there was 2z
considerable number of gas appliances, particularly ranges, sold

by other dealers in the territory which are not included in the
cbove figures.

With reference to the above tabulation, particulecr attention is
cclled to the large increase in the number of cutometic water heaters,
refrigerators and central house-heating installeations in 1937 zand
subsequently. As previously noted, the company reducecd 1its water-
heating and house-heating rates in 1937 and this, together with cn
aggressive load-bullding campaign, was partly responsible for the
large increase in the number of units sold.

Another factor responsible for the increased sales during recent
years was the resumption of new building construction activity in
the territory. An analysis of the company's new building reports
shows that the division of the cooking, water-heating, refrigeration
end space-heating loads among the various competitors was as follows
for the new buildings completed since January 1, 1937:
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First 3 mos.

4 Year 1938 Year 1937
Num- & of Num- é of Num- % of Num- % of

ber total bDer total bDer Lotal bher total

Egquipment
BRengeg
Gas 45 84.9 188 T77.7 141 78.8 195 80.3
Electric 8 15.1 37 15.3 6 3.3 34 14.0
01l - - 3 l.2 31 17.3 1l 0.4
None or Undecided - - _14 1 0.6 _13 5.3
Total 53 100.0 242 100.0 179 100.0 243 100.0
Water Heaters
Gas 32 €0.5 141 58.3 108 60.3 131 53.9
Electric 6 11.3 20 8.3 15 8.4 15 6.2
011 $Water Heaters) 4 7.5 7 2.9 5 2.7 37 15.2
011 (B & G Attach-
ments*) 4 7.5 17 7.0 15 8.4 13 5.4
S0l1id Fuel 3 5.7 20 8.3 13 7.3 28 11.5
None or undecided __4 7.5 371 .2 23 _12.9 _19 _ 1.8
Total 53 100.0 242 100.0 179 100.0 243 100.0
Befrigerators
Gas 11 20.7 53 21.9 29 16.2 35 14.3
Electric 39 73.6 150 62.0 121 67.6 164 67.5
Ice P°4 3.8 15 6.2 22 12.3 22 9.1
None or undecided _1 __1.9 “Ei 9.9 7 3.9 _22 9.1
Total 53 100.0 242 100.0 179 100.0 243 100.0
House Heating
Gas 19 35.8 105 43.4 63 35.2 83 34.2
011l 20 37.8 66 27.3 52 29.0 93 38.2
S0lid Fuel 14 26.4 62 25.6 51 28.5 62 25.5
None or undecided - - 9 2.7 _13 7.3 _95 2.1
Total 53 100.0 242 100.0 179 100.0 243 100.0

Note:- * B & G denotes Bell & Gossctt attachments, which are conncct-
ed to house-heating oll burners and furnish hot water service
from the oll burner throughout the year.

The above table shows that for the pertod January 1, 1937 to March

31, 1940 about 82.6% of the cooking load went to gas, 12.3% to
electricity, and 5.1% to other fucls. The corresponding division

of the water-hcating load was 65.1% gas, 8.8% clectric, 16% oil, and
10.1% solid fuel. In the refrigeration ficld, thc Gas Company was
ablc to obtain 19.3% of the total load, while 71.5% went to cloctricity
and 9.2% to icc. The ncw housc-heating load was divided 39.2% gas,
33.4% 011 and 27.4% solid fucl, 1.c., coal or coke. While the

company has becn able to sccurec a good share of the load in now

homes, the significant thing disclosed by thc above figures 1s that
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the relative proportion of the cooking and water-heating load which
went to electric and oll competition was much greeter than would

be expected. For example, another nearby gas company which we
studied was able to secure 88.3% of the total cooking load in new
homes in 1939, while the electric competitor obteined only 10.7% of
such load. Similarly, this other gas company obtained 63.8% of the
new water-heating load, while the proportion going to the competitors
was 1.1% electric, 1.3% oil, and 33.8% solid fuel. The North Shore
Gas Company, on the other hand, was able to secure a much greecter
proportion of the new refrigerator load than the other gas company;
the latter obtained only 12.4% of the refrigerator load, whereas
North Shore Gas Company was able to obtain 19.3% of the total re-
frigerator load in new homes built in its territory during the period
under review. The rates of tho other gas company are considcrably
lower and by far more promotional than the ratcs of North Shore Gas
Company and this probably accounts for thc relatively large proportion
of the water-heating load that went to electric and oil competition
in the North Shore Company's territory.

On the whole, it appears to us that the company's appliance sales
efforts have been comparatively satisfactory, particularly in view
of the fact that existing gas rates are not as competitive or as
promotional as would be desired. It should be noted, however, that
a large proportion of the total range sales during the above five-
year period represented replacements of old equipment and this did
not increase the gas consumption. In fact, the new gas ranges
often result in a decrease in ges consumption owing to their much
higher efficiency of gas utilization as compared with the much lower
efficlency of the old ranges which they replace. However, while
the replacement of old ranges is not beneficial from the standpoint
of net operating revenue, particularly when the concomitant sales
promotion expense 1is taken into account, the fact remains that this
activity is absolutely essential as a protection measure against
competition, because when a customer acquires & new gas range he

is no longer apt to switch over to electric cooking, at least for

years to come. A relatively large number of automatic water heater
sales 2lso represented rcplacements of o0ld water heaters and probably
did not add much load. For example, such replacements were

equivalent to about 22% of the total automatic water hecater sales

in 1939, about 33% in 1938, and 40% in 1937. A considerablc portion
of thc gas sales efforts and sales promotion expensc was devoted

to development of house-hcating business which, as previously noted,
yields & relatively small gain in net operating revenue in relation-
ship to the corresponding increase in the volume of gas sales and

the additional production, transmission, and distribution capecity
utilized 1in order to serve this type of load, particularly during
peak load periods.

Loss of Load In so far as the over-all net results are concerned,
to Competition. the new business development efforts of the company
discussed above have been offset, to & considerable
extent, by losses of load already on the lines to competitors and
this was perticularly serious in the case of water-heating load. The
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company has been very cognizant of this situation and from time to
time has kept track of the number of water heaters as well as the
corresponding monthly gas consumption lost to competition. From
an analysis of the company's water-heating reports covering the
period August 22, 1931 to December 31, 1939, the water-heating load
lost to competition was approximately as follows:

4939 1938 1937 1936 1931-35 Totel
No. of Water Heaters Lost

To 011 17 4y 39 94 574 768

To Coal 9 25 37 29 145 245

To Electricity 84 sS4 5S4 7 A3 _182

Total 80 123 130 130 732 1195

ag Vv - .

To 01l 121.4 4u48.1 367.5 701.6 S641.2 7279.8
To Coal 17.3 133.9 122.3 94.1 785.6 1156.2
To Electricity 133.3 164.9 . ﬁ&,z 252.6 808.8

Total 272.0 Tk9.9 92.1 840.4 Q0.4 9244.8
Average Monthly Consumption
Wa -
To 011 7.14 10.18 9.42 7.46 9.83 9.48
To Coal 2.40 5.48 3.31 3.24 5.42 4,72
To Electricity 2.47 3.24 3.7% 6.39 2.02 4.44
No.

To 04l 21.3 35.8 30. 72.3 78.4 4.3
To Coal 11.2 20.3 28.5 22.3 19.8 20.5
To Electricity 67.5 43.9 41.5 S.4 1.8 15.2
% of Gas Volume Lost

To 011l 44.6 59.7 53.1 83.5 84.3 78.8
To Coal 6.4 18.3 17.7 11.2 11.7 12.5
To Electricity 49.0 22.0 29.2 5.3 3.9 8.7

According to the above analysis, the company lost about 1195 water
heaters to competition between 1931 and 1939, representing an average
monthly consumption of 9,244,800 cu. ft. Most of the water heaters
lost apparently were of the automatic type, as out of a total of

1195 jobs lost, only 146 were specifically identified as side-arm
heaters in the company's water-heating reports. It will be noted
further that the water heaters lost to competition during the period
under reviev represented large users, as the composite average
monthly consumption per water heater lost was in the neighborhood

of 7,100 cu. ft. The largest consumers switched to oil while the
smaller consumers went over to coal or electricity. During the
entirc period covered by the above table, it will be noted that oil
competition accounted for 64.3% of the total number of water heaters
lost, while coal accounted for 20.5%, and electricity for 15.2%.

From a standpoint of m.c.f. volume of gas lost, oil competition
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accounted for 78.8%, coal for 12.5%, and electricity for 8.7%. It
is significant to note, however, that electric competition in the
water-heating field has been gaining momentum, particularly during
the past three years among the smaller consumers. For example, in
1936 electric competition accounted for only 5.4% of the totel
number of jobs lost and for only 5.3% of the corresponding volume.
These figures increased to 67.5% and 49%, respectively, in 1939.

On the other hand, the losscs to oil and coal competition have boen
in & downward trend during recent years, although tho corrcsponding
load lost to these competitors is still relatively appreciablc.

The following tabulation gives a further breakdown of the estimated
monthly gas consumption of the water-heating locad lost to competition
between August 22, 1931 and December 31, 1939, by districts, showing
the m.c.f. volume lost as well as the percentage of such volume lost
to oil, coal, and electricity, respectively. The breakdown is as
follows:

— Estimated Monthly Gas Consumption Lost

Total
IQ QQQI (] Dig; ngg
% of % of of % of
District M.c.f.votel M. c.f. totael M.c.f. total M.c.f. total
Waukegan 216.6 36.5 172 29.0 205.3 34.5 593.8 100.0
Lake Forest 1210.9 91.4 80 6.0 34.6 2.6 1325.5 100.9
Highland Park 1426.7 66.8 525.1 24.6 186.2 8.6 2138.1 100.0
Winnetka 4392.7 86.8 339.2 6.7 330.2 ‘6.5 5062.1 100.0
Libertyville 32.9 26.2 39.9 31.8 52.5 42.0 125.3 1C0.0

Total all
Districts 7279.8 78.8 1156.2 12.5 808.8 8.7 9244.8 100.0

It will be observed that the losses of water-heating load to other
fuels have not been uniform between the various districts. The
percentage of loss to oil has been the highest in all districts with
the exception of Libertyville whosec highest loss was to elcctric
competition. It will be further observed that electric competition
has also beca a large factor in thc Waukoegan district, whereas oil
competition accounted for the biggest share of the loss in the Lake
Forest, Highland Park, and Winnctka districts with coal competition
ncxt in importance. A further excmination of the losscs incurrcd

in thc various districts indicates that thc inroads of oill compecti-
tion were particularly scverc in the Winnctka and Highland Park
Districts during the ycars 1932 - 1933. During that two-ycar pcriod,
about 75% of the total number of jobs lost and more than 76% of thc
corrcsponding gas volume in the company's cntirc territory werce
accounted for by losscs to oil compctition in the Winnctka and
Highland Park districts alone.
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It appears that during the above two-year period the Winnetka ernd
Highland Park districts were subjected to aggressive campaigns on

the vart of the o0il burner dealers. While the effect of oil
competition has not been as pronounced during recent years, it seems
to us that this competition 1s likely to continue to meke appreciable
inroads into the company's water-heating business, and with recent
improvements in the efficlency of oil water hesters, the competitive
situaticn could conceivably become more serious as time goes on
unless it is met by & more competitive gas rate structure.

In conclusion it may be of interest to note thet the loss of th> w-ter-
heating load discussad above 1s equivalent to &n annuai gross revenue
loss somewhere between $90,000 and $100,000 on the basis of present
rates charged for this class of service, while the corresponding

loss in net operating revenue is equivalent to about $50,000 on zn
annual basis.

In view of the fact that electric competition has shown & rcleotively
sharp increese during rccent years, we made & further cnalysis of
evailable data in order to show the effcet of clectric competition
on the cxisting cooking ond wcter-hecting load of the Ges Compeny

in th> vorious opereting districts. The avallable data cover the
period January 1, 1937 to March 31, 1940, and the results of this
analysis are presented 1n the accompanying table.

The table in question shows the number of electric ranges and water
heaters thet have replaced gas ranges and water heaters in the period
under review, and likewlse shows the number of electric ranges and
water heaters that the Gos Company has been able to replace with
g2s equipment during the seme period. As will be noted from the
tebulation, the Ges Compeny sustcined a net loss of 299 ranges to
electric competition between Janucry 1, 1937 2nd March 31, 1940.

The Weukegen district accounted for over 64% of the total net loss.
Similarly, during the same period, the company sustained a net loss
of 201 water heaters to electric competition and the Waukegan
district alone again accounted for almost 59% of this total loss.
The relatively large loss which occurred in the Waukegan district 1s
rether significant in that the average spendable money income per
family in that ares 1s considerably lower than that found in the
southern districts, and one would normally expect that electric
cooking and water-heating competition would be less severe in the
Waukegan district on that account. It appears, however, that this
is not at all the case, and the Waukegan territory at present gas
and electric rate levels 1s & fertile fleld for electric competiticn,
merticulerly if the competing electric utlility were to increese 1its
sales promotion efforts among the medium size families of better
than average income. The relatively smaller progress made by
electric competition in the high income districts such as Lake
Forest, Highland Pork cnd Winnetka, is probably explained by the
fact that most of the homes in these districts are relatively larg:
and thelr gas consumption is such as to give them the benefit of the
lower steps of the various optionzl gas rates, with the result thet



EFFECT OF ELECTRIC COMPETITION
A N

OF NORTH SHORE GAS COMPANY

District
Wauke- Lake Highland Winnet- Liberty-
—2a8n_ Forest _ Park _ka = _ ville Total

COOKING LQAD
t 4
Elec. Ranges Replacing Gas 14 1 2 4 1 22
Gas Ranges Replacing Elec. _% 2 _& 3 Y
Net Loss to Elec. Competition 1» » 3
Elec. Ranges Replacing Gas 59 5 4 12 5 g5
Gas Ranges Replacing Elec. &1 2 3 4 1 27
Net Loss to Elec. Competition 42 3 1l 8 4 58
Year 1938
Elec. Ranges Replacing Gas 77 16 14 11 7 125
Gas Ranges Replacing Elec. é& 0 _5 _2 4 29
Net Loss to Elec. Competition 62 16 9 3 96
Elec. Renges Replacing Gas 97 9 32 13 14 165
Gas Ranges Replacing Elec. él 2 2 _2 3 26
Net Loss to Elec. Competition 80 T 30 11 11 139
Total Net Loss to Electric
Competition-Jan.l, 1937 to
March 31, 1940 192 25 36 .28 18 299
WATER HEATING LOAD
N
El. Water Heaters Replg. Gas 5 0 1 2 3 11
Gas Water Heaters Replg. El. _Q 0 _0 0 1 1
Net Loss to El1. Competition 5 0 1 2 2 10
El. Water Heaters Replg. Gas 41 2 9 6 1 59
Gas Water Heaters Replg. El. 90 ) _% _0 1
Net Loss to El. Competition 0 2 9 1 58
El. Water Heaters Replg. Gas 40 1 14 9 1 65
Gas Water Heaters Replg. El. EQ 9 0 ) 4
Net Loss to El. Competition &0 1 1k 9 0 4
1
El. Water Heaters Replg. Gas 32 2 23 6 € 69
Gas Water Heaters Replg. El. _Q 9 0 _% 0 0
Net Loss to El. Competition 32 2 23 € E]
Total Net Loss to Electric
Competition-Jan. 1, 1837 to
March 31, 1940. 117 5 47 23 9 201

* Net Gein.
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the average price paid for gas 1is more competitive with electricity
as compared with the situation found in the case of smaller users.
Another factor that probably accounts for the better progress made
by electric competition in the Waukegan area is that the competing
electric utility company has about 300 employces in the City of
Waukegan, and consequently a number of the present electric cooking
and water heating users are undoubtedly employees of the electric
company. At any rate, as will be noted from the aforementioned
tabulation, the electric cooking and wvater-heating competition has
becen making inroads into the Gas Compeny's business during recent
years, and while the losses already sustained arc not of alarming
nature in comparison with the experience of other gas companiecs, it
i1s our feeling thet this form of competition cean become more scrious
in the future, particularly if the competing clectric utility were
to intensify its sales promotion progrem. It further appears to
us that the Gas Compeny's existing rate structure is rather weak
from a competitive angle, and this factor will be discussed in
considerable detail under & subsequent heading of this report.

Incidentelly, the electric water heater figures shown in the afore-
mentioned tabulation are larger than those previously shown on the
basis of the analysis of the company's water heater reports. The
figures disclosed by the latter reports apperently are in error, and
we are inclined to rely on the higher figures. As of the end of
Merch 1940, there was a total of 329 electric water heaters in
service within reach of the Gas Company's lines, and of this totzl
152 electric wcter heaters were in the Weukegan district, 14 in the
Lake Forest district, 87 in Highland Park, 60 in Winnetka, and 16
in the Libertyville district. The corresponding électric ranges
as of the same dete cmounted to 765 and were distributed 467 in the
Weukegan district, 35 in Lake Forest, 104 in Highlond Park, 116 in
Winnetka, and 43 in the Libertyville district. By the end of Moy
1940, thc number of wcter heaters showed en inereasc to 341 units,
end the ranges to 782, showing a nct increcasc of 12 clectric water
heaters and 17 electric renges during the two-month period. In-
cidentally, about 200 of the electric ranges now in service in the
Waukegan district were installed in Zion prior to the time when the
company started distributing geas in that community in 1930, and in
reality, therefore, these do not represent losses to electric
competition.

The company has been doing a comparatively good job in connecting
Electrolux gas refrigerators to its Itwmes, as noted from a previous
tebulation. It is of interest to note, in that connection, thct
the company has been successful in replecing & considerable number
of electric refrigerators and such replacements amounted to 71 units
in 1937, 100 units in 1938, and 128 units in 1939. This is 2
relatively good record, particularly in view of the fact that the
Present rates of the compeny do not offer much inducement from the
standpoint of competitive operating costs to the refrigerator owner,
and, in eddition, the purchase price of the gcs refrigerator unit 1is
hisher then that of the electric refrigerator. We understcend thet
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there is a large number of old electric refrigerators in the territory
that are good prospects for replacement in the not far distant future,
and it seems to us that, with a more promotional gas rate coupled
with an aggressive sales campaign, many of such refrigerators could

be replaced with gas units.

It may also be of interest to note the relative loss of gas house-
heating installation to other fuels. Between 1932 and 1939, the
company attached 1,012 central house-heating jobs to its lines,

while during the same period it lost 228 jobs to other fuels making

a net gain of 784 installations. Thus, the jobs lost to other fuels
were equivalent to about 224% of gross sales. Losses to competing
fuels reached a high of 35 jobs in 1934, but during the past three
yeers have varied between 10 and 19 jobs annuglly. On a percentage
basis, the loss of house-heating jobs to competing fuels was relative-
ly heavy during the depression perlod, and this indicates that during
perlods of prolonged cconomic stress the house-heating lozd of the
company would probably show considcrable instability as there would

be & tendency for pcople to switch back to cheaper forms of heeting
in order to effect economies under such conditions. As of the end

of March 1940, the company hcd 1,116 active house-heating installa-
tions on its lines, including 179 conversion burners on a rental
basis. These recntel installations were equivalent to only 16% of

the totzl number of active jobs on thec system end this is a relatively
favorable rctio.

Sales Organization & The local sales organization of the Gas
Promotional Methods, Compeny is under the direct supervision of

Mr. George C. Klopf, Commercial Manager. He
has been serving in that capacity for the psst five years, and prior
to that time he was connected with the Baehr Organization in the
capecity of Commercial Manager since about 1926. Between 1919 and
1526 he was engaged in sales work on various operating properties
of North American Power & Light Company, particularly Illinois Power
& Light Corporation, in which Mr. William A. Beehr had an interest.
After Mr. Beehr sold out his intcrest in the North American Power &
Light system, Mr. Klopf was transferrcd to the Bachr Organization.
Mr. Klopf originally started in the utility business as an employee
of Peoples Gas Light & Coke Company, and when he left that company
in 1919 to go with the North American Power & Light Company properties,
he was the manager of one of the large district stores of Peoples
Ges Light & Coke Company. Mr. Klopf's sales experience is quite
extensive and he has kept abreast with modern merchandising methods.
He hes a pleasing personality, and our observations lead us to
belleve that he 1s 2 good coordinator. He 13 about 57 years old.

In addition, thec load-building activities of the Gas Company are
supervised by Mr. H. 8. Oycn, Commerciasl Manager of the Beehr
Organization, who clso renders similar supervisory services to other
subsidiaries of North Continent Utilities Corporation. Mr. Oyen,
who is 41 years old, has been serving in his present capacity since
June, 1936, end prior to that time he was in the employ of Centrcol
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Illinois Electric & Ges Company, as Sales Supervisor, for seven years.
He outlines the various sales campaigns and promotionsl methods, and
supervises their operation through contact with Mr. Klopf, but before
being placed into effect, the various sales programs must first re-
ceive the approval of Mr. William A. Baehr. In our opinion, Mr.
Oyen is a capable sales organizer and well informed on load-building

methods.

It seems to us, however, that from the standpoint of effective
supervision and performance, the present setup results in some
duplication of effort and does not afford as good a degree of co-
ordination and centralization of authority as would be desired. The
local Manager of the Ges Company apparently has only very limited
control over the load-building organization and 1s not very active
with respect to the sales promotion program. Most of his time 1is
devoted to the supervision of the physical operations of the property
and to public relations, particularly in the Waukegan District.

Under the present setup the responsibility and authority of the local
Commercial Manager of the Gas Company also appears to be somevhet
limited. While, as previously noted, the company's appliance sales
efforts have been comparatively satisfactory, it seems to us that

the load-bullding program could be improved still further by cen-
tralizing the authority and responsibility as to this function under
strong and load-building minded local management.

The company meintains & separate sales force in each of the various
opereting districts and the salesmen work under the supervision of

the local district superintendents, who also supervise the local
merchandise appliance sales stores and other operations of thelr
respective dlstricts. The number of outside salesmen employed has
varied from year to year. In 1935, for example, the company had

12 such salesmen, and this number was increased to 14 in 1936, and

to 15 in 1937. Subsequently the sales force wos reduced to 13

in 1938 and then increased to 17 in 1939. In Mey, 1940, the compeny,
in an effort to reduce new business promotion cost by about $30,0C0
per year, reduced its sales force by laying off 7 salesmen. This
represents & cut of 3 sclesmen in the Waukegan District, 2 salesmen
in the Highland Perk District, and 2 salesmen in the Winnetka District.
As & result, the present seles force consists of 3 domestic salesmen
in the Waukegan District, 1 in the Lake Forest District, 2 in the
Highland Park District, 2 in the Winnetka District, end 1 in the
Libertyville District. In addition, there 1is 1 new building sales-
man in the Winnetka District who covers the new homes being built,
both in the Winnetks District and Highland Park District, whereas
prior to May, 1940, the Highland Park District had & new building
salesmen of 1its own. The company elso employs an industrial sales
engineer, one house-heating engineer, and one assistant house-heating
and commercial engincer. These men headquarter at Waukegan, but
their services are avallable to the entire territory served. Therec
is also & home economist at Waukegen who covers the Waukegan,
Libertyville and Lake Forest Districts, and cnother home economist

at Winnetka who covers the Winnetka and Highland Park Districts.
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The engineers and home economists are on & straight salary basis,
while the salesmen work on a salary and ccmmission basis. Prior
to the recent change, the compensation of the domestic salesmen was
based on a salary of $1.50 per day, plus a commission of 124 per

cent on the sales price of the appliances. In connection with the
recent change, however, the salary was raised to $2 per day, but
the commission was reduced to 10 per cent. On automatic water-

heater sales the salesmen get a flat commission based on the size
of the water heater rather than on the sales price and this, we
believe, is a desirable arrangement as 1t recognizes the amount of
gas loed addod by the appliance to the system. The water-heater
commissionsare as follows:

Size of Water Heater Commigsion per Unit
30 Gallons or Less $10.00

31 to 65 Gallons 12.50

Over 65 Gallons 15.00

Identical commissions to the above are paid to cooperating plumbers
on automatic water heeters sold by them and representing new
installeations. When the water heaters sold arc replacements of
ell units the commissions ere smeller, varying from $5.00 to $7.50
per unit.

On house-heating conversion burner sales the domestic salesmen now

get a flat commission of $10.00 per job, as compared with a $40.00
commission formerly peid. Up to some time ago the company was also
paying & $10.00 bonus to employees on house-heating prospect leads
resulting in actuel sales, but this bonus was also discontinued.

In view of the rclatively unprofitable nature of the house-heating
load under existing conditions, the above reductions are a step in

the right direction, in our opinion, as the housc-heating load
development cxpensc under the previous arrangzment was reclatively high.

The domestic salesmen's compenscetion plan also provides speciel
inducements in the form of & bonus for turning on automatiec water
heaters which have been out of scrvice, for removals of furnace
watcr-heating colls, and for replocing electric renges, water hcoters
end refrigerators with gas equipment. In connection with the
replacement of clectric appliences, the company offers special tradc-
in allowances to the customers on the electric equipment removed.

The company recently started interviewing the clectric range and
water-hcater users in order to ascertein the rcason why these
customers went to elcectric service. This information 1s obtained
wvhen the sclesmen calls on such customers for the purpose of trying
to chenge them over to gas scrvice and in reality does not involve
additionnl expense. The information obtained should prove vcluable
1nlio?ncction with sheping the company's future load-building
policiecs.

Bonuscs arz also pcid to salesmen for converting the time-payment
cppliance sales to cash sales.

i}
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‘n general the salesmen's compensation plan has been carefully

sorked out and is in keeping with modern practices. In spite of

:he relatively low basic salaries in comparison with those paid by
>ther companies, the domestic salesmen of North Shore Gas Company

1ave shown superior earning pover &nd thelr total earnings in 1939
iveraged in excess of $220 per month, with earnings of some of the
;alesmen exceeding $250 per month and running as high as $320 per
zonth. This indicates that the salesmen employed are good producers.

s

The company also pays bonuses to employees for prospects which

result in sales of appliances. The employces get a bonus of 1%
sn 81l domestic salcs, except a flat bonus of $3.00 on automatic
water heaters. The employees also receive a bonus of $2.50 for each

lcad that results in the replacement of an electric renge with a
gas range.

The company follows a liberal installment-plan policy, the down
payments on appliances are reasonable, and the carrying charges on
time sales are equivalent to 6 per cent per annum on the initial
unpaid belance. Time payments on water-heater sales are spread
over a five-year period, while the corresponding maximum time
allowance on other appliances 1s four years for refrigerators, four
years for "Certified Performence" ranges, and three years for
rtandard ranges. Tank water heaters equipped with remote control
..ay be sold on an 18-month maximum basis, while the time limit on
this arpliance where no remote control is installed is 12 months.
Conversion burners mey take & maxipum of 36 months for time payments
after one year's trisl. Customers purchasing more than one
appliance within a2 given time 1limit are allowed & discount on the
edditional eppliance. In eddition, in connection with speclal
sales campaigns, perticularly on refrigerators, the company offers

& bonus to eny customer who furnishes a prospect which develops into
a sele. In our opinion, the setup governing the sale of appllances
on the installment plan and other related matters is in keeping with
modern prectices in the industry and has been carefully planned.

ki

The company has e group of "cooperating"” appliance dealers - 6 in
the Waukegan District, 2 in the Lake Forest District, 3 in the
Highland Park District, 4 in the Winnetka District and 4 in the
Libvertyville District. These dealers receive merchandise from the
company on consignment and are peid a2 commission on all merchandise
sold by them. In addition, there are 21 other decalers in the
company's territory, and these are larger concerns carrying their
own line of merchandise. The company has an arrangement with these
declers whereby 1t connects free of charge all appliances sold by
them to 1ts customers, except woter hecaters and house-hecating equip-
ment. In addition, these dealers are allowed & discount on mer-
chandise that they mey purchese from the compeny for resale, &nd
speclel discounts are allowed to architects, bullders and cpartment
house owners 1n the territory. In connection with the special
sclecs campeigns, the company also maintains close contact and
cooPerates with cll dealers in its territory. The compeny also has
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established a contact with 34 cooperating licensed plumbers in its
territory who connect all water heaters sold and also help to sell
automatic water heaters on a bonus basis, as previously mentioned.

In general, the company's sales organizetion, sales promotion plans,
and cooperative arrangements with dealers in the territory have been
carefully planned, in our opinion, and are well designed to stimulate
sales effort. As previously mentioned, however, further improvement
could probably be attained by centralizing the authority and res-
ponsibility for the sales promotion functions under strong and
load-building minded local management in order to eliminate duplice-
tion of effort and bring about better coordination. In addition,
the recent reduction in the sales force, cven if it were to effect
an immediate net reduction 1in sales promotion expenses, may not be

a desirable step from the longer-term standpoint in view of the
competition now being faced by the company. The present s&les

force is equivalent to about 3,900 meters per man in the Waukegan
District, 2,150 meters in the Lake Forest District, 2,650 meters

in the Highland Park District, 1,700 meters in the Winnetka District,
and 2,500 meters per salesmen in the Libertyville District, with an
over-all compeny average of ebout 2,700 meters per salesman. In
this connection, we would prefer to scec a salcs force equivaelent to
cbout 2,000 meters per men, or about 13 outside salesmen as a
minimum. Furthermore, if the company were to engage 1n a vigorous
load-buillding campalign, coupled with 2 rate rcduction which will be
discussed under & subsequent heading, a much larger sales force
would be advisable, in our opinion. We cre inclined to question
the cbillity of the present stles force to adequctely cover the
territory. The recent reduction in the sales force, however, should
in part be compensated by the fact that the retained salesmen have
shown superior performance in the pest and, in addition, the co-
operative dealer arrangement now in effect affords additional coverage
of the market. Because of the importance of the volume of mer-
chandise sales to the net cost of sales promotion, as discussed in
detail under a previous heeding, there 1s e question in our minds

as to how successful the recent reduction in the sales personnel
willl be towards reducing the cost of sales promotion. The basic
salaries of the 7 salesmen laid off would amount to only $4,200 per
year, and it seems to us that this direct saving is not worth-while
when viewed from the standpoint of the necessity confronting the
compeny to protect its load against competition and build up its net
operating revenue over a periocd of yeEPs. In addition to the abovz
direct salary payments of $4,200, the company, under an expanded
merchandise sales program, would also probebly lncur some loss on
the merchandise sold, but it is our feeling that such losses are
fully warranted, particularly when viewed from the longer-term
standpoint. Additional recommendations as to desired changes in the
sales promotion progrem to be used in the future will be made undor
a subsequent heading of this report.
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Competitive Rate In order to meet competition, & rate differential
Considerations. in favor of gas service 1s of paramount importance.

General experlence indicates that gas rates should
probably be from 15 to 20% cheaper than electric rates in order
to hold the cooking and water-heating load against severe electric
competition. The experience of many gas companies, however, shows
that a rate differential alone has not been sufficient to forestall
the loss of cooking and water-heating business to electric competi-
tion, particularly in cases where the merchandising efforts of the
competing elcctric utility are more aggressive than those of a gas
utility. Therefore, in addition to a proper rate structure, &
gas company must pursue an aggressive promotional program if it is
to offset the psychological trend toward electric service.

The North Shore Gas Company competes with Public Service Company

of Northern Illinois in all of its operating area except in

Winnetka, which is served by a municipally-owned electric distribu-
tion system. The rates of the two electric competitors, however,
are the same. Both electric systems have an off-peak water-heeting
rate of 1¢ per kwhr. and a cooking rate of 2¢ per kwhr. The
electric rates are uniform throughout the entire ares. According

to our computations, based on typical monthly consumptions and taking
into account the relative efficlencies of electric and ges appllances,
the monthly electric and gas bills for cooking, refrigeration and
water-heating service under the existing rate schedules compare &s
follows:

Yaukegan Other Territory
Electric Service:
Refrigeration $1.30 $1.3C
Cooking ' 2.93 2.93
Automatic Water Heating: 3.92 2.92
Total 8.15 8.15
Gas Service - Ceperal Rate:
Cooking 2.34 2. 44
Non-Automatic Water Heating 4.50 4.69
Refrigeration 2.09 2.13
Total 8.89 9.26
a - i W - :
Cooking 2.74 2.84
Automatic Water Heating 3.67 3.81
Refrigeration 1.21 1.30
Total 7.68 7.35

It is estimated that about 80% of the total number of residentisal
gas bills in 1939 were rendered at the general rate, and therefore
the above comparisons between the cost of electric service and

the corresponding gas costs obtained under the genersl rate is of
particular significance. Our computations show that gas cooking
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billed at the general rate has a cost advantage of about 18 to 20%
over the cost of electric cooking. On the other hand, for combined
cooking, water-heating, and refrigeration service, electricity has

a cost adventage of 8 to 13.4% over gas service billed at the

general rate. Similarly, the cost of refrigeration under the
general gas rate is from 58 to 64% higher than the corresponding
electric service cost. Obviously the general rate 1s not advantageous
to large domestic consumers, and it 1s essentiel that every effort

be exerted to transfer as many of these as possible to the more
promotional automatic weter-heating rate in order to protect the load
egainst competition.

The cost comparison under the optional combination water-hecating

rate 1s somewhat improved in favor of gas, but even this rate shows

& cost advantege of only 24 to 5-3/4% for combination cooking,
water-heating and refrigeration service. This rate differenticl is
not sufficient, in our opinion, to protect the load ageinst aggressive
electric competition, z2nd the present gas rate is not sufficiently
promotional in character so as to enable the sales force to bulld up
the water-heating and refrigeration load to a high saturation point,
in keeping with the income level of the territory served.

Furthermore, the water-heating rate must meet oil competition which
has already resulted in the loss of a considerable volume of business,
as previously noted. At the prevailing oil prices we estimate that
01l wveter heating 1is at least S50% cheaper than gas, eand in order to
equalize the cost, the present average price of about 18¢ per therm
charged for water-hcating service would have to be reduced to about
8¢ per thern. Experience elsewhere shows, however, that a ges
company with an aggrcssive sales organization doecs not heave to

reduce 1ts rates to this level in order to meet oll competition,

€s the consumer epparently is willing to pay a higher price for thc
convenience of gas service, and consequently it appeers to us thet

a gas rate in the neighborhood of 13¢ per therm is probably suffi-
ciently low to protect the water-heating load against oil competition,
provided, of course, that an aggressive load-building organization

is mainteined at the same time.

The gas used for house-heating purposes under the present rate
schedules works out to an average price of about 82¢ per therm. On
the basis of prevailing prices for other fuels, and taking the
relative efficiencies of utilization into account, the cost of heating
a home by means of gzs 1s about 3C% higher then the corresponding cost
vhen oil heat is used, sbout 35% higher than stoker-fired coal, &nd
ebout 15 to 22% higher than the cost incurred by using a2 hand-fired
soft coal or coke heating plant. On the other hand the correspond-
ing figure in favor of anthracite is only about 6%.

In considering the competitive position of the house-heating ges
rate in relation to the prices of other fuels, it is well to keep
in mind that the class of people who are users or prospects for
gas house-heeting service place & convenience value on gas above



-97-
B

straight coal costs. Data collected by means of an actual field
survey some years ago with reference to the reactions of coal users
to the convenience factor, indicate that the preponderance of pros-
pective ges house-heatling customers 1in considering e change frono
coel to gas, are willing to place a convenience value in the
neighborhood of $50 per heating season on gas service above straight
coal costs. Other factors in favor of gas house-heating to be token
into account are savings due to less frequent redecorating of wells,
cleaning of rugs and draperies, and other similer expenses because
of the cleanliness of gas house-hoating service. The latter also
hes an advantage in the relative maintenance and replacement costs
of the centrel house-hecating plant, particularly in comparison with
cll-burner installations. When all of the cbove factors are teken
into account, it seems to us that no reduction should be mode in the
house-heating rctes of the company under existing conditions. Fur-
thermore, owing to the existing peak-load characteristics of the
system, discussed on pages 25 - 27 of this report, whereby the
installation of a considerable additional capecity would become
necessary in the event of & substantial increase in house-hecting
load, 1t appears advisable to divert much of the present sales ,
promotion efforts from house-heating to other types of loads, parti-
cularly water-heating and refrigeration, 2s will be discussed in
more detall in & subsequent paragroph.

While it would be desirable to ultimately revise the general rate,
this is inadvisable as an immediate step because it would result in
a very large loss in revenue which cannot be regained by way of
load=-building activities. As previously mentioned, the gas utility
system 1s now earning far less than & reasoncble rate of return on
the estimated depreclated original cost of the property. In
addition, the genercl rate 1is designed for the small gas users, most
of whom, £s a rule, do not use & sufficient amount of gas so as to
carry their proportionate share of the costs incurred by the company
in furnishing the service.

As an initisl step toward an objective rete program, we would
recommend a more promotional combination cooking, water-heating and/or
refrigeration rate, coupled with an aggressive load-building campaign.
The step we have in mind is to eliminate the two existing water-
heating rates (the General and Automatic Water Heating Rate and the
Optional Combination Water Heating Rate) and to substitute the
following rate schedule in their place:

First 400 cu. ft. or less consumed per month - il.oo (minimum)
Next 2000 " " consumed per month - $1.27 per M.c.f.
All over 2400 cu. ft. consumed per month - .70 " !

The above rate represents a reduction of 30% in the third step of
the present optional water-heating rate (shown on Page 53 of this
report) and likewise represents a reduction of 39% in the third
step of the present general and automatic water-heating rate. The
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proposed rate is to apply uniformly throughout the entire territory
served.

A consumer analysis, based on & breakdown of the billings by
consumption blocks for the year 193G, indicates that the proposed
rate vill effect an annual reduction of about $24,000 to present
users. This rate reduction, however, while not warranted from the
standpoint of present rate of return, is extremely advisable, in

our opinion, as a protective measure against competition, and is
likewise highly desirable from the standpoint of giving the sales
force a promotional type of rate in order to secure & larger sharc
of the new load, 28 well as water-heating and refrigeration loads
now belng served by competitors. In eddition, of course, the
rroposed rate should stimulate edditional usage among the prescnt
customers scrved under the generel ratc as it offers a substentlal
inducement for converting their present tank heaters to automatic
operation without & large increase in the monthly billl. As a metter
of interest, we are giving below & tabulation showing the typicel
monthly bills computed for different types of use under the proposed
rate:

—~Computed Mopthly Bllls
¥Ygukegen —  Qther Tepritory
Proposed Combination
) ate:
Cooking $2.74 $2.84
Water Heating 2.84 2.9
Refrigeration é,gk 1,30
Total .82 T.05

In comparison with electricity, the above rate has & cost advantage
of about 16 to 184% for cooking and water heating and & corresponding
cost advantage of 134 to 164% for combined cooking, water-heating

and refrigeretion service. In cddition, for water-hecting service
the proposed rate 1s much more competitive with o0ll than the rates
now in effect. wWhile the cbove rete differentials in favor of

ges are not es high as would be desired, it 1s our feeling that

the proposed rate, coupled with an cggressive sales promotion
orgnnization, should place the company in ¢ much stronger competitlve
position, than now is the case.

As time goes on, however, cdditionzl rate eadjustments will probebly
become necessary to the cnd of eliminaeting & number of the present
rete schedules and combining them into, say, thrce permanent ratc
schedules, such as a general rate, 2 combinction cooking, cutomatic
vater-hecting and/or refrigerction rate ond a2 combination space-
nezting rote, plus, of course, the present specicl industrial rcte.
In addition, the ultimate rotc policy would hzove to be pointed
toward & large users' rote even more promotioncl in character thon
that proposed above, perticularly should there be a future reduction
in the electric rotes applicable to cooking and watcer-heating loads.
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In that connection, it is well to keep in mind the possibility, in
the not far distant future, of a reduction in the electric rates
charged by Public Service Company of Northern Illinois, as under
strict regulation that company appears to be vulnercble to a
substential rate cut, in our opinion. It 1is, of course, impossible
to predict what form a new domestic electric rate structure would
toke, and while it is entirely concelvable that the cooking step
might be reduced to, say, l#¢ per kwhr. in place of the present 2¢
step, it would be more logical to expect a reduction in the top sted
of the electric rate. As this 1is now 6¢ per kwhr., it appears to
be out of line with the corresponding step charged by other electric
utility systems serving areas of somewhat similer type. A reduction
in the first two steps of the electric rate schedule would not affect
the competitive position of the gcs roate with respect to cooking

cnd water-heating loads, but would adversely affect its competitive
position with respect to refrigeration load. It seems to us thet
another point to keep in mind in visualizing the future rate and
load-building policy of the Gas Company is that the competition on
the part of Public Service Company of Northern Illinois for the
development of cooking and water-heating business has not becn
perticularly aggressive, in our opinion. Recently, however, pro-
motional activities along these lines have increesed, and from time
to time the electric company has been offering free installation
and free wiring of electric ranges and water heaters, together with
a liberel installment plan for time peyments on electrical appliences
sold to the consumers. The electric competitor is in 2 much
stronger financial position to offer such inducements, as compared
with the present position of the Gas Company, particularly in view
of the impending maturity on the latter's bonds which come due on
January 1, 1942. It is probable that the electric compeny's seles
promotion efforts in the cooking and water-heating field might
become more aggressive as time goes on, particularly if that compeny
haed to absorb a substantial rate cut.

The factors and probabilities discussed above further strengthen

the necessity, in our opinion, for an immediate gas rate reduction
along the lines previously suggested, and also point to the necessity
of continuing a2 vigorous load-building progrem on the part of the

Ges Company, even to the extent of increasing the present sales
force, as previously suggested. — e

Present Market Saturation There 1s no accurate account avallable

and Future Load-Building as to the number of major gas consuming
Possiblllities. appliances served by the company. How-
ever, on the basis of a survey made by

the company in 1931, and taking into account the estimated number

of subsequent new installations and removals or losses to competition,
we estimate that the present domestic appliance saturation (i.e., the
number of appliances in per cent of the number of residential cus-
tomers) is approximately as follows:
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Per Cent
Setupation
Ranges 97.0
Side-Arm Water Heaters 33.5
Automatic Water Heaters 18.0
Refrigerators 8.3
Active Central House Heating Installations 4.3

The above estimate indicates a relatively low saturation in water-
heating load, particularly automatic water heaters, for this type

of territory. In addition, & fairly substantial number of

automatic water heaters are used by the customers on & non-automatic
basis during the heating season, with such customers obtaining the
bulk of their hot weter requirements through the furnace coll. The
meter readers meke monthly checks on the equipment, and when they
find the automatic pilot burner shut off, the customer is billed
under the general rate instead of the automatic water-heating rete.
Unfortunately, the present automatic water-heating rate schedules

of the company do not require the removal of the furnesce coil,
whereas, the automatic water-heeting rate schedules of other companies
require that the furnece coll be removed before the customer becomes
eligible for service under that form of rate. In the event that

the company adopts the rate reduction suggested above, it would be
advisable to include a provision in the proposed combinetion rate
which would require the removal of the furnsce coil as a condition

of the applicablility of the new rate. This motter, of course,

would have to be handled tactfully by educcting the customers through
advertising and personal sales contact on the low ¢ost of water-
heating service under the new rate. At the same time, a concentrat-
ed effort should be made toward removing the furnace coils on exist-
ing automatic water-heating installations.

Considering the competitive position of the present house-heating
rates in relationship to other fuels, the existing house-heating
saturation of sbout 4.3% for the territory as a whole 1s higher

than would ordinarily be expected, but the present saturation reflects
the high income level of the territory served, whereby & number of
consumers are willing to pay considerably more for gas house-heating
service in comperison with the costs lncurred for simller service
when using other forms of fuel; apparently such customers plece a
high value on the convenience of gas house heating service. A
further break-down of the figures shows that the company enjoys &
house-heating saturation of about 14% in the Winnetka Distirct, 9+%
in the Highland Park District, and 4% in the lake Forest District.
The saturation in the Waukegan and Libertyville Districts is quite
low, amounting to less than 1%.

The company's territory, owing to its high income level, effords
excellent prospects for a high house-heating saturation at & more
competitive price for gas. However, the rate level required to
achleve the high house-heating saturation in question would be
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economically feasible only in the event that natural gas 1is made
available at a reasonable gate rate and the system 1s changed over
to mixed gas operation along the lines previously discussed on
Peges 28-29 of this report. If end vhen natural ges becomes
available, & house-heating saturation of 15% for the system as a
whole could easily be achieved, in our opinion. Meanwhile, the
company would find it more economicel to limit its house-heating
promotion activities only to the new homes being built in the
territory, at the ssme time, of course, taking on any old homes
that apply for house-heating service through the efforts of the
dealers in ges house-heating equipment. It should be noted that
the promotion of house heating in new homes is highly desirable

not from the standpoint of the profitableness of this class of
business under existing conditions, but on account of the fact that
it will assure to the company 2 much larger proportion of the more
profiteble cooking, water-heating and refrigeration load. The
experience of cnother company which we have analyzed will illustrete
this point: It was found that when gas heat is used in new homes,
92% of the cooking load, 98% of the water-heating load, and 40%

of the refrigeration load also went to zas service. On the other
hand, when oil heat is used, the gas company in question was able
to obtain only 80% of the cooking load, 50% of the water-heating
load, and 9% of the refrigeration load, and in the case of coal heat,
only 82% of the cooking load, 50% of the water-heating load, and
5% of the refrigeration load went to gas service.

It appears to us that the curtailed house-heating sales promotion
program suggested above-would still enable the company to connect
about 100 new central house-heating jobs per year. When natural
gas becomes avallable, the prospects for gas house heating on 2
profitable besis in this particular territory are excellent, &s
previously noted. The best prospects for this development would be
the present o0il burner users, whose equipment is quite old and is
approaching the replacement point. It is of interest to note in
that connection thet the oil burner saturation in the company's
;irritory is now in excess of 18%, which 1s a comparatively high
gure.

As previocusly mentioned, the most desirable sales promoction progran
for the company to follow during the next several years 1is con-
centration on sutomatic water-heating and refrigeration loads, end
the above suggested rate reduction is an essential part of such a
program. This would require an expansion in the sales promotion
efforts involving an increase in the present sales force. In order
to achieve best results, it will also becomec necessary, in our
opinion, to revise the salecsmen's commission and bonus so as to
relate their compensation more closely to the amount of gas load
added to the system and to the net revenue produced, rather than to
the gross dollar merchandise sales. 1In this connection, it will
probably be desirable to reduce the basic commission, but at the
samc time add a bonus based on the estimeted number of therms that
the appliance sold adds to the company's lines. In addition, we
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would suggest an extra bonus to salesmen on each appliance sold in
excess of a predetermined monthly quota, and this would be particular-
ly stimulating in connection with automatic water-heater and refri-

gerator sales.

As previously noted, the present water-heater saturation is low,
particularly for a high income territory of this type which does

not have many apartment dwellings. The combined tank and autometic
water-heater saturation is equivalent only to 514%. It is our
feeling that with a promotionsl rate schedule, coupled with & more
concentrated effort on this type of business, an ultimate saturation
of 304 for tank water heaters and 40% for sutomatic water heaters
(or a combined water-heating saturation of about 70%) would be more
in line with the character of the territory. Furthermore, under
mixed gas operation, provided an economical gate rate for natural
ges becomes avallable, a much higher saturation could probably be
cchieved through & concomitant lower retail rate. As previously
noted, we did not meke & detailled study of the economics of natural
gas as a part of the present analysis of the North Shore Gas systen,
but from a limited examination of the matter, it appears to us that
the future earnings outlook of the property could conceivably be
very substantially improved through conversion to mixed gas opereation,
depending, of course, on an economical gate rate for natural gas.

While the existing over-all automatic water-heating saturation of
the company is low, at sbout 18%, a further analysis of the
saturation by operatil districts shows an automatic water-heater
saturation of about u?ﬁ in the Winnetka District and 24% in the
Highland Park District. The corresponding saturation in the

Laeke Forest District is surprisingly low, at about 15%, while the
corresponding figures for the Waukegen and Libertyville Districts
are only 33% and 8% respectively. Waukegan, however, has & large
number of tank heaters which moke 1its combined water-heating
seturation (1.e., tank heaters and automatic woter heaters) ebout
54%, while the corresponding combined figures for the other districts
ere 57% for Winnetka, 434% for Highlond Park, 3844 for Libertyville,
and 374% for Lake Forest. It is estimeted that there are probabl
ebout 1,500 oil water heaters (including Bell & Gossett attachments),
end at least 3,500 cocl-pot water hecaters in the territory.

Probably the best field for increasing water-heating gas consumption
is among the present non-automatic water heater users served under
the general rate. Experience elsevhere shows that vhen a tank
heater 1s converted to automatic operation, the customer's gsas
consumption increases about 13} therms per month, and under the
groposed rate this would bring in an additional revenue of asbout
1.65 per customer per month and an increase in net operating revenue
of at least $10 per customer per year. A large number of customers
in this class could be changed to continuous hot water service with-
out a large outlay in 2 new automatic water heater, as substantially
the same result can be accomplished by converting their present tank
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heaters to automatic operation at a cost of about $30 to the
customer. A good prospect list for a vigorous agutomatic water-
heating sales campaign can be obtained from an analysis of the
present monthly gas consumptions and bills of the various customers
now served under the general rate. In addition, of course, the
replacement of present oil and coal-pot water heaters 1is another
promising avenue for increasing gas water heating load.

The present gas refrigerator saturation, while extremely satis-
factory in relation to the conditions found on many other gas
properties, can be increased still further, in our opinion,

an ultimate saturation in excess of 15% eppears to be a distinct
probability. Gas companies, 1n general, have been handicapped by
the fact that the initial outlay for a gas refrigerator on the part
of the customer 1is considerably larger than for an electric refri-
perator, and in competing for this class of business the gas
companies have to sell the gas refrigerator principally on a quality
besis, together with the advantages offercd by silent -operation

and low maintenance costs. There 1s only one company manufacturing
gas refrigerators in this country, and the more or less monopolistic
position which it occupics has tended to kecep the prices rclatively
high due to lack of competition on the part of other monufacturers.
We understand, however, that the basic patents which this menufacturer
now holds on the Electrolux gas refrigerator expire within the next
few years, and chances are that this will open the gas refrigerator
flield to other manufacturers, with & possibility of ultimetely lower
prices. This, should it occur, would be extremely helpful to the
gas industry in general and to North Shore Gas Company in particular.
It appears to us, however, that even under existing conditions the
rate revision suggested above, coupled with an aggressive seales
promotlon program, should enable the company to incresse its gas
refrigerator load considerebly further in spite of the relatively
satisfectory saturetion novw enjoyed. As previously noted, a large
number of electric refrigerators now in service in the territory

are rapidly epproaching the replaccment point, end this affords

an opportunity to the Gas Company for taking on & share of this
business., In addition, it 1is anticipated that the company should
be able to sell gas refrigeration to about 204 of the new homes to
be built in its territory during the next severzl yecrs.

Projected Earnings. As a finecl step in the anclysis covered by

this chapter, we have investigated the earnings
possibilities of the North Shore Gas system during the next several
years. In connection with these estimates, we assumed that the
company will place in effect the more promotional combination rate
suggested above and take an immediate rate reduction of about $24,000

on an annual basis. It was further assumed that this rate revision
would be coupled with an extended sales promotion program, as
Previously outlined. The estimates are also based on & continuation

of the new homes building construction activity in the company's
territory at a rete somewvhat above that actunlly experienced during
the past three-year period, end the estimates further assume normel

-
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general business conditions. No allowance was mede for eny
substantial general wage increeses or for any other abnormzl in-
creases in the cost of doing business, but an ample allowence was
made for increment operating costs in connection with cttaching
ond serving the contemplated increasc in gas load. With reference
to the increment cost of the additionzl gas required to supply the
load, wec assumed that the properties would be mergzed, thercby
eliminating the prcscnt ges contract between the Ges Company and
the Coke Compeny, end it wes further assumed that the additionzl
ze&s production would have the benefit of avercge coke merket
conditions as & residucl credit.

Qur estimates cover the next three-year period. On the basis

of the above assumptions, they indicate that the additionnl ges
lord that can reasonably be developed during such three-year period
by the selective loed-building program previously outlined, will
not only absorb the aforemcntioned rate cut of $24,000, but would,
in 2ddition, increese the combined net operctil income of the
systcm, after taxes and deprecciction, by z2bout $70,000 above the
1939 actunl results.

It should be noted, in this connection, that 1f the property were
to enjoy ¢ good coke merket, such as that experienced in 1936 cond
1937, the above eernings estimate could be matericlly exceeded.

The cffect of the coke morket upon the earnings of the system hos
alrcedy been discussed in detail on Pages 62526 of this report,

cnd as shown therein, this factor exerts a very important influence
on the net carnings of thc system. :

In considering the future earnings outlook of this system, another
fector to keep in mind is the probability of further rate ad justments
towerd an objective rate structure, as previously outlined, particular-
ly should there be a future reduction in the electric rates applica-
ble to cooking and water-heating loads. Such further rate

revislons, however, as may be needed from time to time should place

the company in a better competitive position and should be absorbed

by additional load bullding due to the anticipeted future growth

in the territory served.

The above estimetes are based on the present manufactured gas
operation. Under mixed gas operation, it appears that the future
earnings outlook of the property coUld-conceivably be improved
substantially, as previously mentioned, depending of course, on
en economical gate rate for natural gas.

CONSTRUCTION REQUIREMENTS

The Coke Company's construction requirements are expected to be
very small and will probably average to about $10,000 per year
during the next five-year periocd. Such oconstruction expenditures
will involve mainly the replacement of minor pieces of equipment at
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the coke oven plant. The major items of property at the coke oven
plant still have a relatively long unexpired life and no major
replacements will be needed for many years to come,

The Gas Company's construction budget for the year 1940 contemplates
a gross construction expenditure of about $156,000. Among the
larger construction items involved are an additional compressor unit
at the North Plant together with the reconditioning of one of the
present compressors, and these two items will require an expenditure
of about $72,000. The budget also includes a $10,000 item for a
butane gas installation at the North Plant, as previously mentioned
on Page 28 of this report. The balance of the expenditures is
accounted for by the installation of additional district governors
and nev distribution mains, services and meters, and by small
replacements of existing mains. The normal construction require-
ments during the next five-year period, as far as they can be
forecast at the present time, are estimated to amount to about
$100,000 per year. In 1942 or 1943, however, the company would
probably have to be confronted with the installation of additional
water gas plant capacity, which would involve a capital expenditure
of about $200,000. By that time, however, it is conceivable that
this expenditure might be avoided by converting a portion of or the
entire system to mixed gas operation should natural gas become
available at a reasonadble gate rate or an arrangement is made to
purchase mixed gas for the southern portion of the system from
Peoples Gas Light & Coke Company, as previously discussed on Pages
28-29 of this report, .

On a combined basis the normal construction requirements of the

two properties, except for the aforementioned $200,000 expenditure
for additional production facilities, would thus average about
$120,000 annually for the next five years, whereas the combined
depreciation cash would amount to more than $180,000 per year,
including a step-up of about $9,000 in the annual depreciation

taken on the coke oven plant, as previously recommended. It appears,
therefore, that the capital expenditures of the system would be amply
covered by the available depreciation cash, and in addition, a part
of the depreciation provision can be used for the retirement of debt,
as will be discussed in more detail in a subsequent chapter of this
report. The above comments are predicated on the assumption that

the two companies will be merged into a single corporate entity.

MANAGEMENT AND PUBLIC RELATIONS

The management of the properties is headed by Mr. William A. Baehr,
president and director of both companies, Mr, Baehr 138 also
president of the parent company, as well as of the William A, Baehr
Organization, Inc,, and, in general, he is the dominating figure in
the entire North Continent Utilities Corporation system., He is
about 67 years old and has had long experience in the utility field.
His first position in the utility business was with Milwaukee Gas
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Light Company after his graduation as an engineer from the University
of Wisconsin. He subsequently went with the Denver Gas & Electric
Company &s superintendent of ges distribution, and later served as
chief engineer of Laclede Gas Light Company. In 1908 he severed
his connection with that company and went into consulting engineer-
ing practice in Chicago. In 1915 he became president of North
American Light & Power Company, with which system he was affiliated
as part owner and as president until 1926. As previously stated,
his first connection with the North Shore Gas properties datcs back
to May, 1917, and in 1922 he was the principel organizer of North
Continent Utilities Corporation, over which he still exercises
effcctive control.

Other officers of the North Shore Gas properties are Mr. A. C.
Winters, vice president and treasurer and Mr. William B. Baehr, vice
rresident and secretary. These gentlemen occupy similar positions
with the William A. Bachr Organization, Inc., and with North
Continent Utilities Corporation. In addition, the Coke Company

has another vice president, Mr. J. W. Sykes, who 1s in charge of
operations of the Coke Company and who is likewise a member of the
Baehr Organization in charge of construction and engineering for

the various subsidiaries of North Continent Utilities Corporation.

Mr. Winters 1is an accountant by profession and his cxperience in

the public utility fileld dates back to 1908, in the employ of Peoples
Gas Light & Coke Company. He remained with that company until
August, 1915, and then hc became associated with Mr. Willlem A. Beehr
and served in the capacity of assistant tressurer 6f the North
Americen Light & Power Compeny until 1923. Subsequently he became
an officer of North Continent Utilities Corporation and of its
various subsidiaries, including the North Shore Gas properties, in
which cepacity he is serving at the present time, as noted above.

Mr. Winters 1s about 51 years old.

Mr. William B. Baehr, who is about 37 years old, is the son of

Mr. William A. Beehr. He is a graduate chemical englneer cnd upon
completion of his engineering course, he also attended the business
school of Harvard University for two years. He entered the
business field, assoclating with his father, in about 1927. His
entire business experience has been with the Baehr Organization and
the various subsidiaries of North Continent Utilities Corporation.

Mr. Sykes, who 1s about 57 years old, has been connected with
engineering and construction work most of his business career and
his experience in the utility business covers a period of about 30
years, first with the Laclede Gas Light Company and then with the
North American Light & Power Company properties, where he was chief
construction engineer during the time when Mr. Baehr was in control.
Since 1926 Mr. Sykes has been the chief engineer of the Baehr
Orzanization in charge of construction and operation.
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Other key members in the Baehr Organization are Mr. A. W. Childs,
Mr. E. R. Foster, and Mr. H. S. Oyen. Mr. Childs, who is about
57 years old, acts as chief accountant and is also assistant
treasurer of North Continent Utilities Corporation and its various
subsidiaries, including North Shore Ges Company. Mr. Childs has
been connected with the William A. Baehr Organization for over

20 years and prior to that time he was employed by United Light &
Power Company and Central Illinois Public Service Company. Mr.
Foster is about 46 years old and he has been associated with the
Beehr Orgenization for over 25 years. When Mr. Baehr was in control
of the North American Light & Power Company, Mr. Foster acted as
rate and consulting engineer for those properties from 1915 until
1923, In his present functions he takes care of the rates and
veluation work for the North Continent Utilities Corporation
subsidiaries. Mr. Oyen's functions and business experience, have
elreedy been discussed on Pages 90-91 of this report.

In general, the various members of the Baehr Organizatlon steff
have had long experience in the public utility field and, as will
be noted from the above discussion, they have been associated with
Mr. Baehr for many years. The Beehr Organization mainteins head-
quarters in Chicago and hes a staff of about 25 people. Prior to
1928 it was individuelly owned by Mr. Baehr, but in 1928 it was
incorporated in Delaware. We understand that in December, 1938,
this organization was approved by the Securities and Exchange
Commission &s & service company, and in that connection it divested
itself of ell outside investments except working capital and
furniture and fixtures, and its capital stock was reduced from
$100,000 to $20,000. All of the capital stock is owned by North
Continent Utilities Corporation.

Both the North Shore Ges Company and North Shore Chemical Company
heve service contracts with the William A. Bachr Organization, Inc.
The Baehr Organization also services 21l of the other subsidiaries
of North Continent Utilities Corporation, es well as the parent
company 1itself, under similar contracts. The services celled for
under the contracts are typical of the usuzl supervision and
management services performed by service organizations of this type
end are subject to the board of directors of each compeny. Cherges
for service are made at cost on ¢ time ticketing besis insofer cs
possible. The balance of the expenses of the Baehr Organization,
including & 5% return on its invested capital, are divided between
North Continent Utilities Corporation and its subsidieries - 25%
and 75% respectively. The 75% component is divided among the
subsidiaries in proportion to their gross operating revenues. The
service contract 1s on an annual basis. The Baehr Organization
cherges have already been discussed on Pages 74 - 75 of this report.

The locel operating staff of the North Shore Gas Compeny 1s headed
by Mr. J. G. Hart, manager. Mr. Hart came to the property as
manager in May, 1917, and prior to that time he was connected with
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Public Service Company of Northern Illinois, where, we understend,
he was employed as supervisor of gas plant operations. Mr. Hart
is an engineer by profession and his experlence covers mostly the
operating end of the business rather than load-bullding and
finenciesl matters. He 1s about 60 yecrs old. We understand that
he was taken 11l about three years ago, and it appears thet his
health has not completely recovered. Mr. Hert is well liked by
the people in the territory served, particularly in the Waukegan
arce, and 1s probebly valuable to the property from the standpoint
of public relations. It seems to us, however, that he is not the
aggressive type of an cxecutlve of the celiber required for ¢
property of this kind. The condition of his health is probably

e factor in that connection, eclthough the limited authority which
cppeers to be afforded under the present set-up, might be esnother
contributing element. Mr. Hort 1is cssisted by Mr. E. H. Wachs, vwho
serves in the capacity of assistant manager and also 1s superintendent
of the Winnetkc District. Mr. Wachs 1is & much younger man, bcing
about 37 years old, and hes been serving in his present cepacity
since Merch, 1935. Prior to that time he was manager of the

Great Northern Gas Company, Ltd., at Sault Ste. Marie, Ontario,
Canada, which is a small subsidiary of North Continent Utilities
Corporation serving about 1,000 customers. He served as manager
of that property for about three years, and prior to that time

he was employed as industrial sales engineer by the North Shore

Gas Company, and also was employed in the Chicago office of the
Baehr Organization. Between 1927 and 1930 he was employed as

an engineer at the coke oven plant. Mr. Wachs 1s more aggressive
than Mr. Hert and presents an impressive appearance. However,
there 13 some qQuestion in our minds as to whether he has as yet
sufficient experience and ability to commend the full loyalty and
cooperation of the employees If he were to be placed in charge of
the properties in the event that Mr. Hert werc to retire from active
scrvice.

Under the present set-up the management policy is prescribed by
Mr. William A. Baehr through the Baehr Organization, and in that
connection it appears to us that Mr. Baehr {s the dominating
figure in the picture. Wbile the management fees collected by
the Baehr Organization, when taken together with the relatively
low salaries paid to the local operating officials of the ges
properties, result in & reasonable over-all managecment expense,
we are of the opinion that the present local management is rather
weak. A connection with a supervisory service organization of
this type, for such special services as are needed, 1is desirebdle
in an advisory capacity, but, in our opinion, strong local mansge-
ment well adapted to load building and public relations 1s of
vast importance. The combined North Shore Gas properties,
perticularly under a consolidated operation, are of sufficient
size to warrant a local exccutive of high caliber with sufficient
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authority and responsibility to insure proper coordinetion of the
various activities and to instill enthusiasm in the local personnel
to the end of improving public relations and building up the use
of zas service still further.

Financial policies which have been followed for & number of years
heve not, in our opinion, been realistic. The refunding operation
in 1937, involving the present S5-year Joint Mortzage Bonds, was

only & temporcory solution to the problem and the management
cpparently was unwilling to face the long-term actualities of the
situation at that time. While the bond maturity of the Gas Company
was met and interest charges reduced, it 1s of interest to observe
that the maturity of the Coke Company's senior debt was actually
shortened through this refunding operation. At the time of this
refunding, it appears to us that the monagement should have taken
the opportunity afforded by the then existing reasonably favorable
merket conditions to finance the capital structure of the properties
on & permanent basis.

Irrespective of the merits of the investment of the Coke Company
in North Continent Mines, Inc., and S. W. Shattuck Chemicel Company,
the fact remains that at the time when this investment was made,
the affiliated gas company, in whose solvency the Coke Company 1is
very vitally interested on account of the gas sales contract, wes
faced with an early maturity of its debt, and sound financial
policy would have dictated that the Coke Company maintain its
funds for the assistance of its principel customer. Furthermore,
the temporary nature of the 1937 refunding operation would seem
to require the Coke Company to give very serious consideration
toward liquidating these outside investments as a step toward
meeting the 1942 maturity problem. While the time may not be
opportune for such liquidation, we know of no efforts made in
that direction. In addition, the continuation of dividends on
the preferred stock of the Coke Company, in the face of a
continued downward trend in combined carnings, appears to us to
have been injudicious in the face of this maturity. While the
contractual obligation to retire debt has been exceeded during
the life of these short-term bonds, i1t would scem that a more
rcalistic financial policy would have required the conservation
of 2ll earnings as 2 preparatory step toward meeting the 1942
financial problem. ——

It also appears that thesc problems imposed on the properties

by the pending short maturity have handicapped their load-building
efforts and have prevented & more realistic rate policy with which
to meet the inroads made by competition against the gas load. It
seems that during the recent past the menagement has been trying
to conserve cash es much as possible and to eliminate or postpone
essential opercting expenditures required by an aggressive load-
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building program in order to show as large a net income for the
property as possible preparatory to refunding the bonds before
they come due on January 1, 1942, While there may be considerable
justification for the management's program under the existing
circumstances, we are of the opinion that this policy, when viewed
from the longer-term standpoint, will not serve the best interests
of the security-holders and the consumers, The situation requires
a realistic approach under which the present Joint First Mortgage
4% Bonds will be permanently refunded before maturity and under
which the present dedt structure will be improved.

Inquiries wvhich we made indicate that the Gas Company's public
relations are not entirely satisfactory. It appears that the
company has not been successful in building up the good will of its
customers and considerable dissatisfaction now exists in the
territory. A contributing factor to this situation is the feeling
on the part of consumers that gas rates are high, and this is
accentuated by the lower and more promotionsl rates now in effect

by the other gas companies serving adjoining territory in the
Chicago metropolitan area., Many of the customers are employed in
Chicago or have occasion to move from the territory of one company
to another, from time to time; this places them in & position to
make a comparison of their gas bills, and consequently the existing
rate differentials can conceivably have a detrimental effect on '
public relations. Another contributing factor is probably traceable
to the preferred stock customer-ownership campaigns whereby, as wve
are advised, a majority of the preferred stock is still held in

the territory served. The stock has depreciated very materially

in market price, and in addition, the owners have not received a
return on their investment for many years,

Another important reason for such unsatisfactory public relations

as now exist is the rather stringent customer's deposit policy
which the company now has in effect. Under this policy a number

of customers with established credit are required to make a deposit
with the company in order to guarantee their gas service account,
whereas the same customers do not have to make a similar deposit
when they apply for electric service, as apperently the electric
company follows a more liberal policy in that connection. Another
factor that needs correction is a better coordination in the
procedure for taking care of customers' inquiries and complaints
more promptly. It should be noted that the type of customers served
in a rich territory of this kind require very skillful treatment and
prompt attention in all of their contacts with the Gas Company, in
order to assure proper public relations.

It is our feeling, however, that with strong local management and
with a more progressive rate policy and coordination of operating
activities along the lines previously suggested, it should not be
difficult to place the company's public relations in excellent shape
over & period of time, provided, of course, a concentrated effort

i1s made in that direction.
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PRESENT CAPITAL STRUCTURE
Gas Company
The present capitalization of the North Shore Gas Company as of
March 31, 1940 was as follows:
Funded Debt:
Joint First Mortgage, 4% Bonds, Series A,
due January 1, 1942 $4,876,000 (a)
Capital Stocks:
Preferred S;ock $100 Par Value:
7% Cumulative 2,795,600 (bv)
6% Cumulative None
Common Stock, $25 Par Value per share 3,000,000

(a) Including $218,000 held in the company's treasury, As of
June 30, 1940, an additional $10,000 vas held in the company's
treasury reducing the outstanding bonds to $4,642,000 at that
date. '

(b) Dividends aggregating $1,230,064($44 per share) were in
arrears at March 31, 1940.

The Joint First Mortgage 4% Bonds issued under an indenture between
North Shore Gas Company and North Shore Coke & Chemical Company and
City National Bank & Trust Company of Chicago, trustee, are the

joint and several obligations of the two companies secured by a first
lien upon the real estate, plants, distributing systems and equip-
ment owned by the respective companies. Under Section 2, Article IV,
of the indenture, the companies covenant to pay to the trustee seml-
annually a "debt scrvice fund" of $138,000 to be applied by the
trustee first to the payment of interest, and the remainder to the
purchase or redemption of bonds. Of the foregoing debt serviee

fund, $97,520 will be required for interest on the July 1, 1940
coupon (including $218,000 principal amount of bonds in the North
Shore Gas Company's treasury). Thus, on that date a balance of
$40,480 will be available for the retirement of bonds. The companies
may satisfy this retirement provision by surrendering bonds at par.
Up to March 31, 1980, a total of $224,000 principal amount of bonds
had been retired through the debt service fund.

The terms of the indenture securing the present Joint First Mortgage
4% bonds are not of any particular significance in the present study,
and they will not be discussed except to note that the bonds are
currently redeemable at a premium of 1/2 of 1%.

The preferred stock has equal voting power per share with the common
stock, or 27,956 votes to 120,000 votes, or approximately 23% of the
total votes. Dividends on this stock are payable quarterly,January 1,
etc., and regular dividends were paid to and including October 1,1933.
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During the first three quarters of 1934, 50 cents a quarter was paid
and no dividends have been paid subsequently. The original issue of
this stock was 30,000 shares, which was sold by the company in the
territory served largely on installments, under a customer-ownership
program. Sales were initiated in 1923, and a market maintained by
the company until about 1932, At the close of these operations, the
company had repurchases of 2,044 shares which were subsequently re-
tired, and 1t is estimated that a large majority of the outstanding
stock is currently held in the territory served. The total number
of preferred stockholders at April 5, 1940, was 2,421, being an
average holding of 11 shares,

North Continent Utilities Corporation owns all of the outstanding
common stock, and 637 shares of the preferred stock.

Coke Company

The present capitalization of North Shore Coke & Chemical Company as
of March 31, 1940 was as follows:

Funded Debt:
5-year 4% Debentures due January 1, 1942 $1,625,000

Capital Stocks:
7% Cumulative Preferred Stock $100 Par Value
per share ) 1,500,000
Common Stock $1.00 Par Value per share 200,000

The outstanding 5-year 4% Debentures are all owned by North Shore
Gas Company, and pursuant to the financial agreement dated January 1,
1937, between the two companies, the amount of outstanding deben-
tures 1s equal to one-third of the amount of outstanding Joint First
Mortgage Bonds. As a practical matter, however, this relationship
is kept at the nearest $1,000. One-third of $4,876,000 1is
21,625,333.33. The actual amount of outstanding debentures is

1,625,000. The amount of outstanding debentures is equal to one-
third, with the above qualification, of the gross amount of out-
standing bonds and the Coke Company has no interest in the $218,000
of Joint First Mortgage Bonds in the treasury of the Gas Company
except a contingent interest of one-third in the profit, totaling
$27,760, or $9,253.33 when and as the Coke Company retires deben-
tures in the amount equal to one-third of the 221 ,000 Joint First
Mortgage Bonds.,

These debentures being identical as to maturity, rate of interest,
prepayment provisions and debt service fund, are an arrangement de-
signed to offset one-third of the Joint First Mortgage Bonds.
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The properties of North Shore Coke & Chemical Company are, however,
all under the joint first mortgage. $75,000 principal amount of the
debentures has been retired through the debt service fund.

The 7% Cumulative Preferred Stock has equal voting power per share
with the common stock representing 15,000 votes to 200,000 votes,

or approximately 7%. The stock paild regular quarterly dividends
January 1, etc., to April 1, 1932, inclusive., None were paid therc-
after to April 29, 1935, when $7 was paid, In 1936, $8.75 was paid.
In 1937, as a part of the financial program in connection with the
i1ssuance of the Joint First Mortgage Bonds, $22,75 per share was
pald, cleaning up all arrearages, Subsequently, dividends have bee:
paid at the rate of $5,00 per year and the stock was in arrears ct
March 31, 1940 in the emount of $85,250, or $5.75 per share,

North Continent Utilities Corporation owns 13,696 out of the 15,000
shares of preferred stock, and 198,150 out of the 200,000 shares of
common stock, At April 17, 1940, there were reported to be 40 hold-
ers of preferred stock and 13 holders of common.

The 12,500 shares of Coke Company preferred stock and 120,000 shares
of Gas Company common stock are pledged under the First Lien Col-
lateral and Refunding 54% Series A Bonds of North Continent Utili-
ties Corporation. The balance of that company's holdings in the two
situations are not pledged. :

PROPOSED FINANCIAL PROGRAM

The companies are faced with two major financial problems: The ma-
turity on January 1, 1942, of the $4,658,000 ocutstanding Joint First
Mortzage 4% Bonds, and accumulating dividends on the 27,956 shares
of $100 par 7% preferred stock of the Gas Company and 15,000 shares
of $100 par 7% preferred stock of the Coke Company.

As the first step in meeting these two problems, we concur in the
recommendation that the two properties be merged into a single com-
pany under a single caopital structure, There are numerous reasons
for such & merger, the more important of which are summarized

as follows:

The actual operations of the properties are interdependent. One 1is
dependent on the other as a source of supply. One company is depend-
ent on the other as a market for one of its primary products. Neither
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company, from a practical standpoint, can operate without the other.
Broadly speaking, the two companies represent a single business en-
terprise,

Under the present set-up, full advantage has not been taken of this
single nature of the business. For example, of necessity the choice
between water gas and coke oven gas, from the standpoint of the Gas
Company, has been a matter of contract price rather than actual cost
of production, It has been advantageous to the Gas Company to use
water gas because of the contract price of coke oven gas in a number
of instances when,viewing the situation as a combined operation,
coke oven gas actually was cheaper. Such a situation results in an
economic loss, It must be pointed out that continuation of such a
situation would result in a modification of the contract price and
no serious losses of such nature have been permitted. However,
operation as a single enterprise, unconfined by contractual relation~
ships and diversity of equities will, in our opinion, place the com-
panies on a more efficient basis,

The two companies are financially interdependent, beyond their oper-
ating relationship of source of supply and market. They are tied
together by means of a purchase and sale contract that extends over

a long term of years. This contract has proved unsatisfactory in

the past as 1s witnessed by its numerous modifications during the
first few years of its existence. It seems fair to assume that
further modifications will be required in the future to meet chang-
ing conditions. The continuation of a workable contractual rela-
tionship between the companies is to the interest of each, each being
dependent on the other's ability to perform.

A further financial tie between the two companies is the Joint First
Mortgage. This being a several as well as joint obligation, it is
beyond the means of either, without substantial fulfillment of the
other on its share of the obligation.

As a consequence of the purchase and sale contract and the Joint
First Mortgage, each company 1is as concerned with the solvency of
the other as {t is with its own. Therefore, each is subject to a
risk largely beyond the control of the Board of Directors of the
particular company. Perhaps the success of this involved situation
in the past is largely due to the—fagt that both companies are con-
trolled by the same interests, operated by & single management, and
considered from an operating viewpoint largely as a single dusiness
enterprise. However, to equitably operate the two corporations to
the satisfaction of all interests is occasion for a number of prob-
lems, For example, in spite of its ample working capital position
and its earned surplus, the payment of dividends on the preferred
stock of the Coke Company 1is a concern of the Gas Company in view
of the pending maturity of the Joint First Mortgage. However,
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dividend action of the Coke Company is a matter over which the Gas
Company technically has no control.

In addition to the complex financial relationship, the existence of
the two corporations has resulted in a complex capital structure,

At the present time there are a total of six different issues of
securities, A number of these issues can be eliminated by merger. Sinm-
plfication is desirable in itself and, {n aadition, should reduce
expenses, Of greater importance, however, simplification should

lead to better understanding and interest on the part of the invest-
ing public. Such interest should eventually lead to & saving in the
price of capital to the business. A Joint First Mortgage Bond is an
unusual security and generally not well understood. As a consequence,
the market tends to be limited. We are of the opinion that an ortho-
dox first mortgage bond of a single company Will command a broader
market than a joint first mortgage of two separate corporate entities,
regardless of how skillfully the latter may be drawn. The other
securities of a single successor corporation should command a

broader market than the various securities of the separate corporations.

As public utility companies go, neithar company can be considered
large., Size is an important factor in the cost of capital to a
utility. Generally speaking, large utilities command cheaper credit
than small, The merged company will be twice the size of the average
of the two., This ultimately, should result in decreasing the cost

of capital to the business as a whole.

The reduction of the number of security issues reduces the number of
interests involved, as expressed by these securities, thus simplify-
ing corporate management. Each interest requires separate considera-
tion in the conduct of the affairs of the business, thus complicating
the solution of any problem. The example of the Coke Company divi-
dend given above is an instance of a variety of interest due to
different issues of securities as well as the problem consequent upon
two corporations,

The evidence indicates an improvement in earning power through the
merger of the two companies. There will be some saving in expense
through the elimination of duplication necessitated by two corpora-
tions, There will be some savings in taxes. While these savings
are not large, over the years they will amount to a considerable sum
of money. There should be some savings in actual operations. The
instance described above, the choice of coke oven and water gas, is
an example.

The combined earnings, for the past ten years, have been more stable
than the individual earnings of either company. This perhaps is
partially the result of coincidence. During 1932, when the Coke
Company's earnings hit an all-time low, the Gas Company's earnings
were only slightly depressed. On the other hand, in 1937 when the
Gas Company's earnings reached their low point, the Coke Company ex-
perienced 1its best year for the period. In 1934, improvement in the
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Coke Company partially compensated for & slump in the Gas Company
and the reverse was true in 1935. While this experience does not
prove that the gas business and the coke business may not at some
time have a8 simultaneous slump in earnings, there has been an
advantage in this diversity of sources of profits. This past exper-
ience indicates more stable earnings for the merged company. In
this connection, reference is made to the table of comparative
operating income for the past ten years given on page 51 of this
report. Expressed in terms of an index number using 1930 as a base
of 100%, the range of net operating income on a combined basis between
its low and high point, was 46.4%, while the corresponding variation
for the Gas Company was 66.6%, and for the Coke Company 69.2%.

A merger should be advantageous from the standpoint of working capital.
The combined present working capital is beyond the requirements of

the normal operations of the businesses. Maintenance of excessive
working capital costs money in capital charges. We recommend that

the oxcess working capital be used to reduce outstanding debt. While
this 1s recommended whether the two companies are merged or not, a
single company will not require as much working capital as the total
requirements of the two. While this difference is not large, the
single operation can use more effectively the total working capital
than can the two corporations which must keep these funds segregated.

There are other advantages such as simplification of executive control
and increased efficiency in the use of personnel. None of these alone
is of large consequence, but add to the advantages of a merger.

Another advantage of a merger 1s the elimination of any question

as to the Illinois Commerce Commission jurisdiction over the Coke
Compeny property. This would be of assistance in any qQuestion as
to fairness of rates and should be beneficial to public relations.

Another reason, not necessarily of immediate monetary lmportance
but nevertheless significent from the standpoint of policy, is con-
trol of supply. The obligation of a utility to its customers 1s of
such primary importance that many utilities make it a policy to
control the source of supply, even though such ownership actually
costs more money. While there are many instances of successful
utilities operating under arrangements comparable to the present
situation, conservative public utility practice is to control the
source of supply. The obligation to render service and the risks
of such obligation in this instance fall upon the Gas Company.
While experience under the present relationship from the standpoint
of rendering service has been entirely satisfactory, the element of
control does not exist. A merger would eliminate this situatiocn
which is a weakness from the standpoint of the investor.
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We have been advised that the underwriters propose that the

merged company refund the outstanding joint mortgage bonds by a new
issue of 20-year First Mortgage 4% Bonds, and a new issue of 1 to
10-year Seriasl General Mortgage Bonds and the use of surplus work-
ing capital. This refunding has been suggested upon the following
basis:

Outstanding Joint First Mortgage Bonds
less $218,000 in Gas Company treasury
at March 31, 1940 $4,658,000

Issue:
New First Mortgage 4's ( 4e) $3,400,000 4
New General Mtge. 3erial (avg.4's 900,000 00,000

Balance to come from working capital

The combined working capital of the companies at March 31, 1940,
amounted to $928,801. The above balance of $358,000 to come from
working capital assumes that the merged company receive par for the
new securities, There will, of course, be other expenses including
the present call premium of 1/2 of 1%, or $23,290. However, if, as
a result of the proposed financing the merged company is left with
$500,000 working capital, this should be sufficient because, as
pointed out above, the merger and permanent financing of these prop-
erties makes the present working capital excessive.

The $3,400,000 new first mortgage debt would be equivalent to 45.64%
of the estimated depreciated original cost of tangible properties of
the two companies, as shown on Page 38 herein., The combined new first
mortgage and general mortgage debt of $4,300,000, is equivalent to
57.2% of the above cost.

The pro forma income account of the Consolidated Company for the

12 months ended March 31, 1940, and for the past five calendar years
is given on Page 118, This income account has been adjusted to elim-
inate intercompany transactions, to reduce the Baehr Organization
charges to cost, to increase depreciation for the years 1935 and
1936, $18,300 and $9,000 for other years, to give effect to the in-
terest charges on the proposed debt, and federal income taxes are
shown at the rates in effect for the respective years. The follow-
ing table, based upon this adjusted pro forma income account, shows
various ratios of gross income to the above proposed debt structure:

12 Mos.
Ended
3-31-4%0 1939 1938 1937 1936 1935
Times First Mtge.Int.
Earned 2.59 2,61 2,68 3,64 3.85 2.87
Times First Mtge, and
Gen.Mtge.Int.Earned 2.05 2.07 2.12 2.88 3.05 2.29

Gross Income in & of

First Mtge., Debt 10,37 10.46 10.74% 14,58 15.42 11,57
Gross Income in % of \
Total Mtge. Debt 8.20 8.27 8.49 11,53 12.19 9,15



NORTH SHORE GAS COMPANY
and
NORTH SHORE COKE & CHEMICAL COMPANY
Pro Forma Income Account
(after eliminating transactlons between the companies)
for the Calendar Years 1935 to 1939 inclusive
and for the IZ2 months ended Marc A

12 Months
Ended
3/31/4%_ 1939 1938 1937 1936 1935
Operating revenues:
Gas sales $1,477,382 $1,437,292 $1, "05 579 $1, 369 891 $1, 353 023 $1,319,411
Other gas revenues 23,399 23,135 24,755 18,562 8,59 19,859

Coke sales 582,3 E 503 oug gg g % 8032”16 839,773 gl?zlg

Operating revenue deductions
Cost of coke and gas

sales $ 865,078 772,509 809,423 933,359 933,055 870,128
Selling expense - coke 79,007 70,907 71,805 94,335 92,667 71,125
Management expense 40,565 39,646 72,361 56,555 k2,039 46,359
Other operating expenses 377,877 385,730 372,506 360,911 283,950 284,220
Taxes - other than

federal 1income 138,“ 6 137 917 128,174 127,512 129,655 llu , 027

Taxes - federal income 42,384 082 27 62 181 5,308
TS Tmaor 1—-@3‘51:3—1—53%‘3%2 Tt 6T

Operating inc. before pro-
vision for depreciation $ 509,909 513,681 527,769 662,047 664,349 530,299

Provision for depreciation 181,681 181,287 180,017 178,90 1gu!263 174, ugg
Operating income $ 328,228 332f}§h 557??52 183, 158 3 355,

Other income 24,461 23 270 17, 263 12,711 ,973 37,638
Gross income $ 53? 689 195,809 55’ 350 393, 578

Int. on proposed indebtedess 172,000 72 000 72 000 172 OOO 172 OOO 172,000
Net income $ I&ﬁ,GB§ 183,600 193,015 303,800 — 352 350 §2I,578

Above statement gives effect to following:
ili Baehr Organization, Inc. charges - based on servicec at cost.

2) Deprecilation - increased 1935 and 1936 $18,300; other ycars $9,000.
3

for rcspoctive years.

Provision for federal income tax based on taxable income per statcment at rates in cffect

=

-gtt-
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As pointed out elsewhere herein, the low point for earnings of the
last ten years did not coincide for the two companies. In terms of
actual operating income, 1937 was the poorest year for the Gas Com-
pany and 1932 the poorest year for the Coke Company. The following

1s a statement based upon the results of each company during these

two years, which is presented as a matter of interest. In this state-
ment the actual income accounts have been adjusted to give effect to
the Baehr Organization charges at cost, depreclation of the Coke Com-
pany has been increased by $18,300, federal income taxes have been
adjusted to the 1939 rate of 19% on taxable income, intercompany trens-
actions have been eliminated, and the resulting combined gross income
has been compared with the interest requirements on the two proposed
mortgages. The results are as follows:

Gas Co. Coke Co.
Year 1937 Year 1932 Combined
Operating Revenues:
Gas Sales $l,368,890 $477,291
Other Gas Revenues 18,562
Coke Sales 414,886

Operating Revenue Deductions:

Baehr Organization Charges 25,674 14,074
Other Operating Expenses 1,031,709 676,304
(]

Texes -~ Other than Fed. Inc, 100,0 0,250

Operating Income before Pro-

vision for Depreciation $ 231,010 $171,549
Provision for Depreciation 109,908 66,300
Operating Income ’ s
Other Income 432 16,320 :
Gross Income before Fed.Taxes $ IE%,S%H $I§i,%69 $246,103
Federal Income Taxes @ 19% 14,080
Gross Income after Federal Taxes I 053
Annual Interest on $3,400,000

First Mortgage 4's 136,000
Balance s
Annual Interest on $900,000 Gen. Mtge. 4's 56,000
Net Income Before Dividends ’

The above combined gross income after federal income taxes is equal
to 6.,82% on the $3,%00,000 first mortgage debt and S.4% on the
$4,300,000 combined mortgage debt. e combined gross income after
federal taxes is equal to 1,71 times the first mortgage interest re-
quirements and 1.35 times the combined first mortgage and general
mortgage interest requirements, Even this combination of the non-
colncident worst years of each company indicates sufficient earning
power to cover proposed interest charges by a reasonable margin,

The annual interest requirements on the $4,658,000 Joint First
Mortgaze Bonds now outstanding are $186,320, The annual interest
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requirements on the proposed two lssues are $172,000. The saving
in interest amounts to $14,320, or a reduction of 7.7% in interest
charges,

We understand that under the proposed refunding plan the general
mortgage bonds are to mature serially over a period of 10 years,
$50,000 to mature each year. We further understand that the new
first mortgage is to contain no sinking fund until after the retire-
ment of the general mortgage, but that after the general mortgaze has
been retired the first mortgage is to have the benefit of a sinking
fund in the amount of $90,000 a year thereafter, Proposed debt re-
tirement over the twenty-year term is equivalent to 41.9% of the
original amount of the two issues. We have not been informed as to
other provisions to be contained in the new indentures, but we pre-
sume that such provisions will be so drawn as to afford proper pro-
tection to the bondholders.

In considering the proposed financial plan, there are, in our
opinion, several factors which should be taken into consideration.
The proposed financial plan will solve the problem which is being
faced by the companies in question of meeting the maturity on
Jenuary 1, 1942 of the now outstanding Joint First Mortgage 4% Bomds,
The proposed plan initially will result in a reduction in mortgage
debt from $4,658,000 to $4,300,000, and will result in a reduction
in first mortgage debt from $4,658,000 to $3,400,000. The proposed
plan also calls for the elimination of general mortgage debt within
a ten-year period and for a substantial reduction in first mortgage
debt over a period of years.

Interest and debt retirement under the proposed plan will require
$262,000 the first year, vhich compares with the annual debt service
fund on the present joint first mortgage of $276,000, being a reduction
of $14,000., As discussed on Page 105, the average normal construction
requirements of the two properties are expected to be about $120,000
annually for the next five years, whercas the combined depreciation
cash, including a step-up in the annual depreciation taken on the

coke plant, would amount to about $180,000 per year. These figures
indicate approximately $60,000 available from depreciation cash to
take care of debt retirement as compared with the contemplated program
of $90,000 per year. However, it must be borne in mind that in 1942
or 1943 the company may be confronted with a capital expenditure of
$200,000 for additional gas plant capacity, in addition to the normal
annual construction requirements of about §120,000 net,

As mentioned above, normal construction requirements of the two
properties will amount to approximately $60,000 per year, on an
average, less than proposed depreciation appropriations, thus per-
mitting the proposed merged company, under normal conditions, to use
a substantial portion of depreclation cash for debt reduction. Based
on normal construction requirements, the available cash income of
the company, available for debt service, would have covered the debt
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service requirements based on the proposed refunding plan (based
upon the ad;usted pro forme income account shown on Page 118 of
this report) as follows:

Ixmgg Qgg; ggrvgge

Eeriod R reme over
12 months ended 3/31/40 1.35
Caleqdar year 1939 1.36
o 1838 1.39
" 1937 1.89
" " 1936 2.00
! 1935 1.50

As suggested elsewhere, we are of the opinion that the investments
of the Coke Company in North Continent Mines, Inc., and 8. W.
Shattuck Chemical Company should be liquidated. While there may
be reasons why these investments should not be pledged with the
trustec of the new mortgage, we are of the opinion that substan-
tially all of the proceeds of such liquidation should be used to
retire debt,.

In conclusion, if the entire maturity is to be financed by debt
securities, it 1is our opinion that the proposed financial plan
discussed zbove 1s a constructive step in meeting the problem
presented by the impending maturity of the present joint first
mortgage bonds and in ‘improving the present debt 'structure. We
are further of the opinion, assuming the merged company follows
the operating policies suggested elsewhere in this report, and
assuming further that sound financial policies, particularly a
conservative dividend policy, are pursucd in the future, that un-
der normal conditions the company will be able to service the
proposed debt.

PUBLIC REGULATION AND FRANCHISES

The suthority of the Illincis Commerce Commission is defined in
the following terms:

"The Commission shall have general supervision of all public util-
ities, except as otherwise provided in this Act, shall inquire into
the management of the business thereof and shall keep itself in-
formed as to the manner and method in which the business is con-
ducted. It shall examine such public utilities and keep informed
as to their genersl condition, their franchises, capitalization,
rates and other charges and the manner in which their plants,
equipment and other property owned, leased, controlled or operated
are managed, conducted and opersted, not only with respect to the
adequacy, security and accommodation afforded by thelir service
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but also with respect to their complience with the provisions of
this Act and any other law, with the orders or the Commission and
with the charter and franchise requirements."

The term "public utility"” as used in the Commission Act 1s very
broadly defined. It includes any agency which "may own, control,
operate, or manage, within the State, directly or indirectly, for
public use, any plant, equipment or property used or to be used

for or in connection with the transportation of persons or property
or the transmission of telegraph or telephone messages between
points within this State; or for the production, storage, trans-
mission, sale, delivery or furnishing of, heat, cold, light, power,
electricity or water; or for the conveoyance of oil or gas by pipe-
line; or for the storage or warehousing or grain; or for the con-
duct of the business of a wharfinger or that may own or control eny
franchise, license, permit or right to engage in any such business.,"”

The Commission is specifically vested with authority to fix rates
which are just, reasonable and sufficient. This mandate appears
to protect the utilities against unduly low rates as well as the
public against exorbitant charges. In connection with the deter-
mination of rates, the Commission has the power to ascertain the
value of any public utility property in the state and to fix the
annual charge for deprecisation.

The authority of the Commission also extends to the issuance of
securities and to the granting of certificates of convenience and
necessity. The latter Question is covered in the following terms:

"No public utility shall begin the construction of any new plant,
equipment, property or facility which is not in substitution of
any existing plant, equipment, property or facility or in exten-
sion thereof or in addition thereto, unless and until it shall have
obtained from the Commission a certificate that public convenience
and necessity require such conmstruction."

The Illinois Commission Act was thoroughly revised by the 193> legis-
lature and now has many of the features found in the Wisconsin law.
The following summary covers the interesting provisions that were
added:

The Commission 1s given jurisdiction over holders of the voting

stock of public utilities to such extent as may be necessary to
enable it to require the disclosure of the identity in respective
interests of every owner of any substantial interest in such voting
stocks, Jurisdiction 1s also extended to affiliated interests hav-
ing transactions other than ownership of stock with public utilities
to the extent of access to all accounts and records of the affili-
ated interests relating to such transactions. 1In general, the
definition of affiliated interests includes any person or corporation
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directly owning or being a party in a chain of successive ownership
of ten per cent of the voting stock of a public utility. It also
includes every corporation or person which, in the opinion of the
Ccmmission, after hearing,is actually exercising any substantial
influence over the policies and actions of a public utility, even
though such influence is not based upon stock ownership.

No management, construction, engineering, supply, financial or
similar contract and no contract or arrangement for the purchasse,
sale, lease or exchange of any property or for furnishing of any
service made after the enactment of the law with any effiliated
interest shall be effective unless it first shall have been filed
with and approved by the Commission. If the Commission disapproves
a contract as being not in the public interest, it may disapprove
any payments made under the contract as an expense¢ in s rate pro-
ceeding.

Since the change was made in the law, the activity of the Commerce
Commission has increased, and regulation may be ssid now to be
quite aggressive.

All of the regulatory powers of the State Commission, with & certain
few exceptions including the power to regulate the issuance of se-
curities, are subject to the Home Rule Act passed in 1921, This act
gives cities the right to assume regulatory power  over public utili-
ties upon the approval of such local regulation by a majority of the
voters at a referendum election. Upon such approvel the authority
of the city supersedes that of the Illinois Commerce Commission.

It 1s specifically provided that cities adopting the Home Rule plan
shall have the right to prescribe public utility rates and the
nethod of procedure 1is to be the same as that provided in the
Illinois Commerce Cormission Act. An investigation as of January 1,
1928, revealed no case where a city had taken advantage of the Home
Rule provision, and so far as we know, there has been no such action
since that date,

As subsidiaries of North Continent Utilities Corporation, a registered
holding company, the Oas Company and the Coke Company are subject to
the broad regulatory provisions of the Public Utility Holding Company
Act of 1935 which 1s sdministered by the Securities & Exchange Com-
mission.

In the opinion of counsel, the companies are not subject tothe juris-
diction of the Pederal Power Commission,
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The Gas Company has the right to operate its property in the ter-
ritory served by virtue of ordinances, agreements, grants, licenses
and certificates of convenlence and necessity obtained by it from
various governmental bodies having jurisdiction in the territory

and also easements obtained by it from various individuals, firms
and corporations. August 13, 1942, is the earliest stated terminc-
tion date of any such ordinances, agreements or grants. The follow-
ing is a list of the principal communities served showing the number
of ordinances in force in each community with respect to the service
of ges, the stated expiration date of such ordinances, and the
population of each community.

Stated Population
No. of Expiration 1940 Census
Qrdipances —Dote (Ereliminary Figures)

Deerfield 1 May 13, 1946 2,278
Glencoe 2 Sept. 20, 1946 6,758
Grayslake 1 May 18, 1975 1,179
Highland Park 24 Jan. 2, 1545 14,332
Highwood 1l April 10, 1945 3,700
Lake Bluff 3 Oct. 1, 1945 1,715
Lake Forest 41 Sept. 17, 1945 6,510
Libertyville 3 July 7, 1946 3,918
Mundelein 1 Aug. T, 1979 1,325
North Chicago 2 Sept. 25, 1945 8,403
Waukegan 1 Jan. 18, 1947 34,111
Winnetka 3 July 23, 1946 : 11,712
Zion 1l Sept. 8, 1955 6,533

In the instances above where more than one ordinance is in existence
in a given community, all ordinances have the same stated expiration
date.

We are informed by counsel for the company that, in their opinion,
which 1s based primarily on the decision of the Supreme Court of
Illinois in the Geneseo case, failure to renew any franchise at
its expiration will not in and of itself subject the company to
ouster from its use of the streets by the municipality in question.
Counsel further advise that the courts of Illinois have not spe-
cificelly passed upon the question whether, in view of the Act
creating the Illinois Commerce Compission and the interpretation
thercof adopted in the Genesco case, & municipality may requirc of
a company, after expiration of its franchisc, componsation for thc
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use of streets. Counsel believe, however, 1t 1s doubtful that a
municipality under such circumstances may so require compensation.

While there 1s the possibility that the company may have to pay
compensation in the form of rental for the use of the streets of
license fees or any other kind of tax, it must be pointed out that
there 13 no noticeable trend toward this type of taxation upon ges
utilities in the State of Illinois. 1In our opinion, the early ex-

pirstion dates of the compeny's franchises are not of serious con-
sequence.

PPS/KAM;a
August 1, 1940,
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In reading the above report, some of the highlighta of interestfl that were noted follow,

Page 13 - Meters and revenus on mile of main of North Shore Gas bhigher than Western United;
sales per meter less; does electric division help support gas division in Western
United?

Pages 16, 17, 31, 52 - Emphasized importance of and dependency on coke sales in our
S CORORY ¢

Pages 21, 28 - Water gas plant at Deerfield would not be advisabdle,
Page 28 - Limitation of possidbilities of dutane.
Page 30 - Recommends liberal mein extension policy to offset competition,

Pages 42, 110 - Recommends relaxation of customer deposits account good will and intersst
saving:

Page 43 - Natural gas expense 26,000 in 1931, This was chiefly a Chicago office expense.

Page 49 - Drop of 24-1/2% in average price of all gas sold between 1931 and 1939 appears
significant,

Page 32 - With 88,7% of gas revenus obtained from residential, is diversification goed?

Pags 59 - 64% of gas scld for house heating was billed at 45¢ rate,

Page & - Ties coks price variation to that of scrap iron, which is a new thought,

Page 68 - Our cost per theram from 1935 to 193¢ was 3.4% compared with 4.7%5% per therm
paid by Public Service Company to Pecples for mized gas, However, this ia nét
strictly comparable as Public Service cost includes fized charges on supplier's
investaent. Racine's cost during the same pericd, 3,64¢ per therm,

Page 73 - High pressure distributioh a factor in opereting cost,

Page 74 - Emphasizes the advisability of continuation of sales promotion,

Page 74 - Criticises the district office rentals., This is chiefly dus to Winnetika,

Page 87 t0 99 = Mare or less smpbasizes necessity YUT changes in rate structure to build
load, avoid further losses, and fight competition,

Page 90 - Contains a very isteresting parsgraph regarding ir, Kloepf,
Page 100-~ Automatic water heating saturation is somewhat low,
Fage 101 ~ Gas heating helps to bhold cooking, water heating, and refrigerstion load against

conqentration, Recoamends concentrating on water heating and refrigeration
loeds.
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Page 108 - Points out low saturstion in water heating in Waukegan and Libertyville

Page 103 - Notes unfavoredle cost of Gas refrigerators account of Servel's monopoly
Page 110 - It is rather Aifficult to understand the criticisa of attenty
on to cust '
:ﬁ“uiztuddcmhu;; 88 the Baehr Organizatioa was oxtremely -tr:cto‘::"
8 po and every effort was always made to taks immed
customer request, tate care of i
Page 123 - Note remarks on Home Rule Aot of 1921,

Note third photostat following Puge 49, F¥W common stock dividends
dividends in years 1931 and 1938, ’ 454 balance after

T0: Messrs. Conover
Mulholland



NORTH SHORE COXE & CHEMICAL COMPANY

mﬂnnamsmwcm,cos-ror PRODUCTION AND HGLIER COST PER MCF

For the Period fram Jume 1, 1988
to 1999, Bo

Mof produged

Period or (]

November 1, 1939 to October 31, 1940 1,564,166
Yoar 1339 1,416,916

* 198 1,447,841

- 193 1,259 682

193 1,060,180

* 1838 1,089,384

" 1934 1,076,566

* 1933 . 1,126,450

= 1938 1,064,054

* 193 758,768

* 1930 1,170,910

* 1989 1,115,086

Juns 1, 1928 to Deoember 31, 1928 616,168

Gross
produstioa
—g0et

$1,000,362.26
919,709,851
1,021,109.79
978,528,73
888,072,59
859,221.24
638,840,05
675,018,92
$67,617,50
55¢,171.80
923,781.66
936,138.41

496,221 ,78

Less
resgjduals

—roduced
$607,810,13
564,540, 3%
647,275,33
692,129,22
627,384,51
881,251,010
5684,036,99
494,792,78
404,98¢,18
478,562,75
754,953,985
803,772,00
435,002, 37

{date of coomencement of operations) to December 31,
th Inclusive, and for the Twelve Months Ended October

Produstion
e0st before
profit on

residual sales

$392,552,13
335,249.12
373,6834.46
266,399,851
260,688,080
277,970,233
244,801,06
160,226,14
182,633.35
75,609,053
168,6827,71
120,366.,41

61,219.41

1928; For the Calendar Years 1929

31, 1940

Profit oan
residual

EO!
$112,431,58
95,442,.82
168,362,334
279,119.50
200,110,%9
100,635.65
69,906,64
10,104,07
(53,948.90)
39,129,33
85,051,95
117,793.62

15,450,5%

Net
produetioa
gogt

$280,120,55
239,606,330
203,472,12
7,280,01
60,577,49
177,334,58
174,894,42
170,122,07
236,362,265
36,479.72
83,775.76
2,572,719

45,768.62

//vc raqc

Holder eost
per Mof
before profit
on reejdual

nl.!
$0.2036
0,23686
0.3883
0.2874
0.8459
0.3701
0,2874
0.1600
0.11¢
0.0996
0.1¢42
0.1079

0.0994
01454

I 3TqTyxd

0.0671
0,173
0,163

Holder gost
por Mof
after profis
oa residmal
—mlen
$0.1808
0,1698
0.1419
0,0088

0.1810
0.28%3
0.048)
0,071
0,0083

0,0743

0.10%k



